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INITIAL BRIEF OF THE ATTORNEY GENERAL

I. OVERVIEW

In these dockets, Fitchburg Gas and Electric Light Company ("Fitchburg" or "Company")

seeks an extraordinary increase in its base rate revenues – 48.5%  for its gas division

($3,413,357) and 24 % for its electric division ($3,206,768).  Company management has done

little to deserve such large increases.  To the contrary, the Company since restructuring has

failed to act as a responsible corporate citizen, as it committed repeated material accounting

errors in its regulatory books that the Department of Telecommunications and Energy

(“Department”), by order, or outside accountants have had to correct.  

! In 1999, the Department determined that Company had failed to reflect load growth in

the Seabrook amortization charge.  D.T.E. 97-115.  

! In 1999, the Department also questioned whether the Company in its Transition Charge

Reconciliation properly reflected state income taxes related to the Seabrook amortization

charge and ordered an audit.  D.T.E. 97-115.  

! In 2001, Arthur Andersen found that the Company had failed to properly recognize the

state tax savings attributable to the Seabrook abandonment.  

! In 2001, the Department also determined that the Company had double collected its gas

inventory finance charges for over a decade.  D.T.E. 99-66.  

The Company’s filings in this case were deficient in many respects.  The Company failed

to follow a number of specific Department directives and precedents, as discussed, infra.



     1 The Company filed adjustments increasing the amount of its proposed  base rate increases both at the

beginning and du ring the ev identiary  hearings , Tr. 1, p.18; RR-DTE 6, and indicate d it intend s to file

additional amendments to its cost of service schedules after hearings.  Tr. 15, pp.188 6-188 7.  The Attorney

General reserves his right to object to any late-filed adjustments.

2

The Company filed these two rates cases only six months after the Department

determined that Fitchburg’s electric distribution rates were "neither just nor reasonable" and

ordered Fitchburg to reduce its electric rates by 8 %.  D.T.E. 99-118.  Given such timing, the

Company’s request here for a substantial electric base rate increase seems more in the nature of a

request for reconsideration of the Department’s rate reduction order, while consuming far more

resources of the Department and the Attorney General than would such a motion appropriately

filed in DTE 99-118. 

Given this behavior, the Department should not reward the Company by granting large

base rate increases.  Instead, the Department should set the Company’s rate of return at the lower

end of the reasonable range and reduce the increase to base rate revenues as recommended by the

Attorney General.

II. INTRODUCTION

The Attorney General submits this Initial Brief to the Department to address Fitchburg’s

petitions (collectively, the “Filing” or “Petition”).   The increase requested by the Company is

excessive, unwarranted and not supported by the evidentiary record before the Department.1 

As is customary in this type of proceeding,  the Attorney General will provide his final

recommendations concerning the Company’s revenue requirements in schedules attached to the

Reply Brief.    



     2
 The test year is the twelve month period from January 1, 2001 to December 31, 2001.

     3
 The A ttorney G eneral de livered a sta tement a t the pub lic hearing . 

     4 The Attorney General and the Division of Energy Resources filed a Joint Motion seeking approval of

a proposed procedural schedule that provided for a traditional seven-week briefing schedule that would allow

intervenors the typica l  three we eks from  the close o f hearing s to file initial brie fs.  The H earing O fficers

issued a procedural schedule providing intervenors a mere two weeks to file initial briefs.  The Attorney

General appealed  the proce dural sch edule rulin g to  the Commission on  June 26 , 2002, an d renew ed his

request for relief on both the first (August 5) and last (September 10) days of hearings.   To date, the Attorney

Genera l has receiv ed no ru ling from  the Com mission  on his ap peal.

     5 Mr. Aikman and Mr. Harrision are management consultants with Management Applications Consulting,

Inc.; Mr . Hadaw ay is a con sultant w ith FINA NCO , Inc.  

3

A. Statement of the Case

On May 17, 2002,  Fitchburg Gas and Electric Light Company (“Fitchburg” or the

“Company”) filed tariffs with the Department seeking a general increase in rates for both its gas

and electric divisions.  On May 22, 2002, the Department suspended the effective date of the rate

increase until December 3, 2002, and opened an investigation into the propriety of the

Company’s requested rate increase.2   On June 20, 2002, the Department conducted a public

hearing at the Fitchburg Public Library Auditorium.3  On June 21, 2002, the Department

conducted a procedural conference and then issued a procedural schedule.4  The Department held

fifteen days of evidentiary hearings, between August 5 and 23 and September 4 and 10, 2002. 

During the evidentiary hearings, the Company presented the testimony of affiliate employees

Mark H. Collin on revenue requirements and Karen Asbury on rate design, and outside

consultants James H. Aikman on depreciation, James L. Harrison on cost allocation and related

topics, and Samuel C.  Hadaway on cost of capital.5 



     6
  Fitchbu rg is also ass igned a p ortion of th e emplo yee costs  of an affilia te, Unitil Service Corporation

(“USC”), for shared personnel services USC provides. USC employs approximately 155 employees.  Exh.

AG-1 -44, Atta chmen t 1.  

4

B. Description of the Company

Fitchburg is a utility operating company that is wholly owned by Unitil Corporation

(“Unitil”).  Exh. FGE-MHC-1(Electric); Exh. FGE-MHC-1 (Gas).  Fitchburg operates as a

combined gas and electric distribution company and provides natural gas and electric

distribution services to approximately 42,000 residential and business customers in north-central

Massachusetts in the communities of Ashby, Fitchburg, Gardner, Lunenburg, Townsend and

Westminister. Id.  These communities have a total population of approximately 90,000 residents. 

Id.  Fitchburg directly employs approximately 85 employees.6 Exh. AG-1-44, Attachment 1.  In

addition to its regulated business, Fitchburg operates unregulated water heater and conversion

burner rental programs.  Exh. FGE-MHC-1(Electric); Exh. FGE-MHC-1 (Gas). 

Fitchburg’s electric division provides electric distribution service to approximately

27,000 customers in the communities of Fitchburg, Townsend, Lunenburg and Ashby.  Exh.

FGE-MHC-1(Electric).  Fitchburg’s electric division generates total operating revenues of     

$68,465,093, of which $14,152,520 are internal transmission and distribution (“T&D”) revenues.

Exh. FGE-MHC-1(Electric), Schedule MHC-1, MHC-2, MHC-3.   Fitchburg’s gas division

provides distribution services to approximately 15,000 customers in the communities of

Fitchburg, Townsend, Lunenburg, Ashby, Westminister and Gardner.  Exh. FGE-MHC-1(Gas). 

Fitchburg’s gas division generates total operating revenues in the amount of $22,827,857, of

which $7,040,226 are of distribution revenues. Exh. FGE-MHC-1(Gas), Schedule MHC-1,

MHC-2.



     7
  Usou rce LLC  is a subsidia ry of U source In c. which  is a subsidia ry of U nitil Resou rces. 

     8   USC performs: (1) Corporate and Administration; (2) Customer Service; (3) Energy Services; (4) Engineering

and O perations ; (5) Reg ulatory, F inance an d Acco unting; an d (6) Te chnolo gy.  

5

Fitchburg has various regulated and non-regulated affiliates.  Fitchburg’s parent

company, Unitil, is a public utility holding company formed in 1984 when Concord Electric

Company (“CECo”) and Exeter and Hampton Electric Company (“E&H”) merged.  Exh. FGE-

MHC-1(Electric); Exh. FGE-MHC-1 (Gas).  CECo and E&H are regulated New Hampshire

distribution companies that provide electric distribution services to approximately 71,000

customers.  Id.  CECo and E&H obtain all their power needs from another Unitil subsidiary,

Unitil Power Corp., which is a FERC-regulated wholesale power supply company that supplies

only CECo and E&H in New Hampshire.  Unitil conducts its principal business of retail sale and

distribution of gas and electricity in New Hampshire and Massachusetts through its three

affiliated utility subsidiaries, Fitchburg, CECo, and E&H. Id.  

Fitchburg’s non-regulated affiliates (other than its parent) include Unitil Resources, Inc.,

7 a gas and electric brokering company; Unitil Realty Corp., which manages all properties held

by the affiliates; and  Unitil Service Company (“USC”), a centralized shared services company

which performs shared utility services8 for the affiliates and  charges them for the services

rendered.



     9
 The Company’s witness  had actually signed the multimillion dollar claim as Treasurer of Fitchburg,

and the Attorney General has no explanation for the witness’ lack of candor on this topic.  Moreover, the

same law firm represented the Company in the bankruptcy proceeding and before the Department in DTE 99-

118 an d the rate ca ses now  under re view. 

6

III. RATE BASE

The Department should make several adjustments to the Company’s rate base.

A. The Department Should Credit The Princeton Paper Equipment Deposit
From The Bankruptcy Settlement Against Rate Base.

The Company has received several hundred thousand dollars in equipment deposits

related to the Energy Bank contract for electric service to Princeton Paper which the Department

should now order that the Company credit against electric rate base.  As noted by the Company

in its initial filing and in DTE 99-118, Princeton Paper filed for bankruptcy and no longer

receives service.  Exh. FGE-MHC-1 (Electric), p. 20.  DTE 99-118, pp. 14-18.   In the Attorney

General’s rate complaint case, the Company prevailed in removing all of the Princeton income

from gross revenues.  DTE 99-118, pp. 14-18.  When directly questioned about Princeton’s

bankruptcy proceedings in DTE 99-118, however, the Company failed to disclose that it had

filed a claim for over $6 million related to the Energy Bank contract and that the bankruptcy

court had approved a settlement valued at over $3 million and allowed the Company to retain

$893,495  in equipment deposits given to its electric division.  Tr. 1, pp. 36 - 45; AG Exh. 2, pp.

13, 43.9  

For purposes of the bankruptcy claim, the Company sought to keep the electric

equipment deposit as compensation for outstanding gas and electric bills and for legal fees

incurred. Tr. 11, pp. 1309-1312.   The Company admitted on cross examination that it never

submitted the bankruptcy settlement to the Department for approval, and that the actions of the



     10 The 12.5% is the total project cost of $5,240,735 divided by the rate base of $41,919,237.  DTE RR-2;

Sch. MH C-4(electric).

7

bankruptcy court do not bind the Department for purposes of ratemaking purposes.  Tr. 11, pp.

1312-1314.

The Department should order the Company to credit the retained deposit for equipment

against electric rate base to prevent the Company from profiting from a windfall at the expense

of customers.  The deposit was required  as a condition of service under the contract with

Princeton to guarantee recovery of the costs of plant additions made by Fitchburg to connect the

customer.  Those plant additions are currently in rate base and are being recovered from other

customers through their base rates.  It is only fair and equitable that the proceeds from the

bankruptcy in the form of the deposit be put towards that plant in service to reduce that

investment.  Therefore, the Department should order the Company to credit to the proceeds from

the settlement to plant in service and reduce the Company’s proposed rate base accordingly.

B. The Old Sawyer Passway Substation Is No Longer Used and Useful In
Serving Customers And The Department Should Order That It Be Removed
From Rate Base. 

The Company proposes an extraordinary addition to its electric division rate base of

$5,240,735, or 12.5%, the new Sawyer Passway Substation.10  Company witness Mark Collin

testified that this project is the largest single distribution project in the Company’s history.  He

explained that the project: 

involved essentially the replacement of an early, or mid . . .1930's, 1940's vintage
substation that was out on the site and had been in use a number of years.  We essentially
removed all the equipment from the old substation and built a new substation from the
ground up.  

Tr. 12, p. 1421.  



     11
 The Supreme Judicial Court has upheld on appeal the Department ‘s authority to exclude from rate base

the unam ortized ba lance of a bando ned plan t, even w here the o riginal inv estmen t was pru dent.  Fitchburg Gas

and Electric Light Company v. Department of Public Utilities, 371 M ass. 881, 8 86-88 7 (1977 ).  

8

Mr. Collin testified that he believed that the new Sawyer Passway Substation went into

service at “the beginning of 2000,” and the old substation ceased serving customers “[b]asically

the same time as the new substation turned over, so it was a simultaneous switch.”  Tr. 12, p.

1426.   After the hearings, Mr. Collin indicated in a record response that the new Sawyer

Passway Substation “initially went into service in late 2000 and became fully operational in June

2001,” and the old substation “was taken off line on January 22, 2002.”  AG-RR-52 (electric).   

He stated that there:

was not a simultaneous switch from old substation to new, because during 2001, new and
replacement circuits were constructed to the new substation.  This construction had to be
completed before cutover and prior to de-energizing the old substation.

 Id.  

The Company proposes to include in plant-in-service not only the $5.2 million costs for

the new Sawyer Passway Substation, but also over $1 million for the old substation that it

replaced, even though the Company admits that the old substation is no longer serving

customers.  Tr. 12, p. 1426-7; AG-RR-52.  The Company proposes to remove the old substation

from rate base only when it is physically removed, during 2002 and early 2003.  AG-RR-52. 

The Company’s proposed inclusion of the old substation in rate base would be neither

fair to ratepayers nor consistent with Department precedent.  See, Fitchburg Gas and Electric

Light Company, D.P.U. 18296/18297(1975); Fitchburg Gas and Electric Light Company, D.P.U.

19084 (1978).11  It would not be fair to charge ratepayers going forward the costs of both the

very expensive new substation project and the old substation that it replaced.  In the Company’s

last gas division rate case order,  the Department stated that it: 



     12
 In that case, the D epartm ent remo ved three  fossil-fuel g enerating  units from  rate base w here thos e units

would  no longer b e useful b ecause o f the additio n of M illstone 3.   F or a simila r result, see Berkshire Gas

Company , D.T.E. 0 1-56, pp . 42-43  (2 002).  

9

determines rate base according to the cost of the utility’s plant in service as of the end of
the test year under a used and useful standard.  D.P.U. 96-50 (Phase I) at 15.  In order
to qualify for inclusion in rates, a utility’s plant investment must be in service and
providing benefits to customers.

(emphasis added).  Fitchburg Gas and Electric Light Company, D.T.E. 98-51 (1998).   Since,

according to the Company, the new substation was “fully operational” in June 2001, at least six

months before the end of the test year, and the old substation was finally taken off line less than

a month after the end of the test year, the old substation was used and useful only marginally, if

at all, at test year end.   

Old plant that was replaced and ceased operating less than a month after the end of the

test year should clearly be removed from rate base under Department precedent.  The

Department has eliminated old plant from rate base even where the old plant had not yet been

replaced, where the replacement was expected during the rate year.  Western Massachusetts

Electric Company, D.P.U. 85-270, pp. 140-141 (1985).12

  The Department, therefore, should reduce the Company’s cost of service to reflect the

removal of the old substation, by reducing rate base by $1,033,889, increasing accumulated

depreciation by $639,216 and reducing test year depreciation expense by $61,516.  AG-RR-52. 

C. The Company Overstates Its Cash Working Capital Needs.

The Department recognizes that there typically will be a difference in time between when

a utility incurs costs to provide service to customers and the time when the utility collects cash

from customers in payment for those services.  See e.g. D.T.E. 99-118 and D.T.E. 98-51, pp. 14-



10

15.  If the expenses are incurred, and paid, prior to the time that payment is received from

customers, this “lag” in receipt of payment creates a need for investor-supplied capital.  Id.  This

need for capital is commonly referred to as the utility company’s cash working capital

requirement.  Id.  If cash is received, on balance, from customers prior to the time that

disbursements are made in payment of expenses, the cash working capital requirement is

negative.  The amount that is actually included in rate base is the cash working capital

allowance.  This allowance can be based either on a detailed study of the actual cash working

capital requirement, a “lead-lag study”, or can be based on an arbitrary formula, such as a

fraction of the utility company’s expenses.

In the present case, Fitchburg has calculated its cash working capital allowance non-

energy related operations and maintenance expense based on 1/8 of annual operation and

maintenance expense, equivalent to approximately 45 days of expenses.  Exh. FGE-MHC-1,

Sch. MHC-4-1 (electric) and (gas).  This arbitrary formula implicitly assumes that there is a 45

day lag between the time that a utility company pays for expenses that it has incurred and the

time that it receives cash from customers to pay for those expenses.  However, Fitchburg has

offered no substantive defense of its use of the 45-day convention, only noting that the

Department has not yet done away with this convention.  Exh. FG&E-2, p. 21.

1. The Company Failed To Perform A Lead / Lag Study For Other
Operations and Maintenance Expenses As Ordered By The
Department.

The Department previously directed that the Company seek and consider cost-effective

alternatives that produce lower working capital requirements than the 45-day convention.  

Fitchburg Gas & Electric, D.T.E. 98-51, p. 16 (1998); Fitchburg Gas & Electric, D.T.E. 99-118,

p. 30, n.23 (2001).  Despite this directive, the Company has chosen to retain the  high working
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capital requirements of the 45-day convention, claiming that a lead/lag study would not be cost-

justified.    Exh. FGE-MHC-1 (Electric), p. 29.   Since the Company has neither followed the

Department order nor provided the basic record evidence necessary to support Fitchburg’s

request, the Department should deny the Company recovery of any cash working capital for its

non-energy supply O&M expenses for both the electric and gas divisions.  Fitchburg Gas and

Electric Light Company, D.T.E. 98-51, p. 16 (1998).    

2. The Company’s Cost / Benefit Analysis For The Lead / Lag Study
Shows There Is A Probability That The Study Would Result In
Savings To Customers

The Company performed a cost / benefit analysis in an attempt to avoid having to

perform the lead / lag study for its operations and maintenance expenses that was ordered by the

Department.  Exh. DTE2-38, DTE - RR-12.  It claimed that the analysis was based on a

comparison of the annual cost to customers of the study versus the potential benefit of a

reduction in its cash working capital allowance as a result of a decrease in the net number of lead

/ lag days.  Id.

There are many flaws in this analysis, however, that when corrected, indicate that there

would probably be a net benefit to the study even at the highest of the claimed costs.  First, the

Company failed to perform the cost / benefit analysis from the customers’ point of view.  Rather,

than consider the customers’ actual cash cost through their rates over the recovery period, Mr.

Collin chose to use some future value of that amount, thus inflating his estimate of the costs to

customers.  Tr. 15, pp. 1904-07.  Second, Mr. Collin assumed that costs would be recovered over

a seven year period, the average period between base rate cases. Id.  This correction to the cost

benefit analysis alone makes it likely that the study will be beneficial at the 49% probability
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level for the $193,000 proposal and at the 63% probability level for the $60,000 proposal. 

However, even that probability is understated in this case, since the Company’s rate case costs,

including the costs of the cash working capital study, should be recovered over, not seven years,

but the 10-year term of the Company’s proposed price cap plan if that is adopted by the

Department.  See Berkshire Gas Company, D.T.E. 01-56, p. 77 (2002) and Boston Gas

Company, D.P.U. 96-50 (Phase I), p. 78 (1996).  This will increase the probability of cost

savings to customers even more.   The Department should find that cost savings for customers

are likely to be achieved through a cash working capital lead / lag study, the Company has not

come into compliance with its Order in D.T.E. 98-51, and, therefore, the Company should not

recover any cash working capital associated with its other operations and maintenance expenses.

3. The Company Has Overstated Its Revenue Lag

The Company contends that its total revenue lag is 58.25 days for purchased power and

68.87 days for purchased gas.  Exh. FGE-MHC-1, Sch. MHC-4-1 (electric) and (gas).  The

revenue lag represents the amount of time between the recorded delivery of service to customers

and the receipt of the related revenues from the customers.  The Company computes its revenue

lag period by adding four time components (measured in days): (1) receipt of service to meter

reading; (2) meter reading to billing; (3) billing to collection; and (4) collection to receipt of

available funds. Exh. FGE-MHC-1 (Electric), p. 26; Exh. FGE-MHC-1 (Gas), p. 21.  For its

electric division, the Company claims that the lag for receipt of service to meter reading is 15.21

days; that the lag for  meter reading to billing is 2.43 days; that the lag for billing to collection is

38.61 days; and that the lag for collection to receipt of funds is 2 days. Exh. FGE-MHC-1

(Electric), pp. 26-27.   For its gas division, the Company claims that the lag for receipt of service

to meter reading is 15.21 days; that the lag for  meter reading to billing is 2.43 days; that the lag
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for billing to collection is 49.84 and 20.87 days for Firm and Non-Firm sales respectively; and

that the lag for collection to receipt of funds is 2 days. Exh. FGE-MHC-1 (Electric), pp. 26-27. 

The Company’s claimed lag days for meter reading to billing and billing to collection are

inflated, unsupported by the record, and/or otherwise inconsistent with industry standard.  

a. The Company Has Overstated Its Billing Lag

The Company claims to have a billing lag that adds 2.43 days to its total revenue lag. 

Exh. FGE-MHC-4, p. 3 (gas).  The basis for its billing lag is the number of days between when

the Company receives the meter information from its meter readers and when the bill is given to

the postal service.  Id.  However, there should not be any meter to billing lag when using the

accounts receivable methodology for determining the revenue lag.

The billing lag starts when the meter reading function ends and ends when the collection

lag begins.  Id.  Thus, the billing lag starts when the meter reader downloads the daily read

information from the hand held reader to the Company’s computer system.  According to

Company, at the end of the day, the meter read information is then processed into billing

information and bills are generated.  Exh. AG7-8.  With the generation of the customer’s bill, the

Company should also record an corresponding accounts receivable.  Since the collection lag

begins with the creation of the accounts receivable, the creation of the bill should, in an efficient

accounting system, start the collection lag period    Therefore, because the meter read download,

the bill generation and the accounts receivable recognition can all occur on the same day, the

Department should base the Company’s revenue lag calculation on an assumption of a zero day

billing lag.
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b. The Company’s Back Of The Envelope Methodology For
Determining Its Collection Lag Overstates That Lag

The Company has used a back of the envelope methodology for determining its revenue

lag that in this case clearly overstates the number of revenue lag days its receipts from

customers.  Exh. FGE-MHC-4, p. 16 (gas).  The overstatement of the revenue lag days results in

an inflation of the net lag days used to determine cash working capital requirement for all of the

Company’s gas supply, power supply, and other operations and maintenance expenses.

The Company determined its revenue lag in its last base rate case by actually performing

a survey of its bill to measure the actual collection time lag for a sample of bills.  Exh. DTE6-34. 

From that survey, the Company determined a revenue lag of 44.3 days.  Id.  Here, the Company

has thrown out the survey methodology, and replaced it with a back of the envelope calculation. 

Exh. FGE-MHC-4, p. 16 (gas).  The calculations determines the revenue lag days by dividing the

Company’s accounts receivable in any month by the amount of cash received for that same

month.  Id.  The theory behind this methodology is that if the Company continues to receive that

same daily cash amount, all towards the same month end accounts receivable, it will recover the

total receivable balance in that number of days, and that becomes the revenue lag from customer

billing to receipt.  Id., p.3.

This back of the envelope methodology, while simplistically pleasing, has fundamental

flaws that render it useless for determining the Company’s cash working capital requirements. 

One of the most important among the flaws is the assumption that the Company recovers all the

total balance of accounts receivable, when in fact it does not.  Since the accounts receivable has

embedded in it accounts that will never be recovered by the Company, including those

receivable that will be written off, the Company’s method artificially inflates the days of
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collection lag.  This flaw is critical; in the test year, the Company actually delayed writing off

hundreds of thousands of dollars of receivables, until the end of December.  Tr. 15, pp. 1914 -

1915.  This overstatement of the receivables would result in an artificially inflated collection lag

days.  The Department should reject the Company’s proposed collection lag and instead use the 

44.3 collection lag determined from the Company’s last case by the more accurate and more

reliable  survey methodology.

c. The Department Should Remove The Collection To Receipt Of
Funds Period That The Company Has Added To The Revenue
Lag Days.

The Company proposes to add two days to the revenue lag to reflect claimed period

between when the Company records the collection of funds and the time when the Company has

receipt of the funds.

The Department has settled the issue of the time required to clear checks. 

Commonwealth Electric Company, D.P.U. 90-331, p. 22 (1991).  The Department has found that

the check clearing lag is zero, since the payer is obligated to have the funds in the bank account

when the check is written.  Therefore, the Department should deny the Company’s proposed

collection to receipt of funds revenue lag and reduce the revenue lag by two days. 

4. The Department Should Order The Company To Deduct From Rate
Base Customer-Supplied Cost-Free Capital. 

Generally, the term “unclaimed funds” refers to customer deposits, payroll checks,

voucher checks, and dividend checks.  The Company explains that, for the most part, the $1,900

“unclaimed funds” balance in its abandoned property account at the end of the test year “consists
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 The remainder of the balance is a check payable to Lunenberg Water District in the amount of $5.50.

Exh R R-AG -29. 

     14 The Company ’s witness, Mr.  Collin, testified that the Company pays no interest on the “contributions

in aid of co nstruction ” funds a nd that th ese fund s are refun dable to th e custom ers.  Tr. 8, p. 9 56.  
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of uncashed checks for refunds to customers for security deposits or for final credit balances.”13 -

AG-RR-29; Exh. AG-7-10 (Electric); Exh. AG-5-10 (Gas).  The Company’s explanation

confirms that the customers supplied the funds and the funds are available to the Company as

cost-free capital.  The Company has not segregated those “unclaimed funds” in an escrow

account and the Company enjoys full use of these cost-free funds for up to five years before they

revert by law to the Commonwealth

Generally, the term “contribution in aid of construction” refers to cash deposits or

advances to a utility by a specific customer to fund or aid that customer’s specific utility

construction needs. Typically, that cash deposit or advance is refunded back to the customer

after the completion of the construction.  The Company’s “contribution in aid of construction”

funds are not segregated in an escrow account and the Company enjoys full use of these funds

cost-free until they are eventually refunded back to the customers.14  The Company held a

“contribution in aid of construction” funds balance of $176,123  for its electric division and

$269,185 for its gas division at the end of the test year.  Exh. AG-7-9 (Electric); Exh. AG-5-9

(Gas).   The Company’s only argument for failing to deduct these balances from rate base is that

they are refundable to customers.  While it is true that the money will return to customers at

some future point in time, the Company has free use of these funds until they are returned. 

Department precedent provides that companies must subtract cost-free funds such as

“unclaimed funds” and contributions in aid of construction from a utility’s rate base.   Western
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Massachusetts Electric Company, D.P.U. 85-270, pp. 139-140 (1986); Boston Edison Company,

D.P.U. 1350, p. 32  (1983); Eastern Edison Company, D.P.U. 1580, p. 46, (1984).  

The Company failed to deduct the $1,900 of unclaimed funds from rate base.  Because

such funds are supplied by ratepayers and are a cost-free source of capital for the Company, the

should be deducted from the Company’s rate base.  Accordingly, the Department should order

that the Company deduct from its rate base the test year-end balances of $1,900 in unclaimed

funds and $176,123 and $269,185 for the Company’s electric and  gas divisions in contributions

in aid of construction.  

D. The Department Should Order The Company To Deduct From Rate Base
The Company’s Capitalized Leases.

The Company proposes to include its test year-end balance of capitalized leases in rate

base.  Exh. FGE-MHC-1, Schedule MHC-8, line 33 (electric) and Exh. FGE-MHC-1, Schedule

MHC-8, line 23 (gas).  Capitalized leases are balance sheet items that arise from accounting

standards that require firms to record on their financial books the expected liability associated

with the annual lease payments for certain long-term leases.  Exh. AG-7-72 (electric).  The

accounting standard FAS 13 requires the Company to record the discount value of those

expected lease payments as a liability on its financial books.  Id.  At the same time, the Company

records a capitalized lease asset to offset that liability on its balance sheet.  The Company

proposes the novel addition of its capitalized assets to rate base for the sole reason that

capitalized leases are recorded as assets on the Company’s balance sheet and therefore, like plant

in service, it believes that these balances should be included in rate base.  Id.   

The Department allows a utility to include in its cost of service a return on rate base. 

Exh. FGE-MHC-1, Sch. MHC-1.  This return on rate base is included so that the utility may



     15  The Company did assign a balance of accumulated deferred income taxes to the generation function,

however, that balance is credited to the unrecovered transition costs through the transition charge.
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recover the carrying costs on those investments that it has made in assets that are currently

providing utility service to its customers. 

The Department should reject the Company’s attempt to include its lease payments in

rate base.  The Company has made no investment in its capitalized leases.  This asset is simply

an accounting device used to indicate on the balance sheet a contractual obligation associated

with the future payment for its obligations under those leases.  Exh. AG-7-72 (electric).  The

Company has not made any cash outlay towards those costs and should not get any return on that

asset.  The Department should therefore, reject the Company’s proposal to include capitalized

leases in rate base.  

E. The Department Should Order The Company To Deduct From Rate Base 
All Accumulated Deferred Income Taxes.  

The Company proposes to reduce its test year end balance of accumulated deferred

income taxes by removing balances associated with its gas and electric accrued revenues.  Exh.

FGE-MHC-1, Schedule MHC-11, p. 1, lines 11 and 12 (electric) and (gas).  Company witness

Mark Collin testified that these balances were removed, since they were attributable to the

energy supply service.  Tr. 13, pp. 1580-1581.

The Department’s precedent regarding accumulated deferred income taxes is well

established.  Commonwealth Electric Company, D.P.U. 88-135/151, pp. 14-16 (1989); Western

Massachusetts Electric Company, D.P.U. 182, p. 6 (1975); Boston Edison Company, D.P.U.

1350, pp. 5-6 (1983).  Utilities are required to include all of their accumulated deferred income

taxes as a deduction from rate base.15  Id.
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The Company has removed a balance of accumulated deferred income taxes associated

with its accrued revenues, claiming that they are associated with the energy supply recovered in

other rates.  However, the Company does not credit that balance of accumulated deferred income

taxes to the calculation of carrying charges in those energy supply rates.  Since this balance of

accumulated deferred income taxes is essentially an interest free loan given to the Company,

ratepayers should be credited with those costs through the rate base determination in this case. 

Therefore, the Department should include in the balance of accumulated deferred income taxes

the test-year end amount associated with accrued revenues.

IV. OPERATIONS AND MAINTENANCE EXPENSES

A. The Company Improperly Includes Unitil Service Corp. Interest Expenses In
Its Cost of Service.   

The Company proposes to include USC’s interest expenses of $344,945 in the cost of

service.  Exh FGE-MHC-5 (Electric), p. 3.   Interest expenses are properly booked to a 400

account, below the line, and not properly included in the cost of service.  

The Department requires the Company to follow its Uniform System of Account is

orders to account for its Revenues and Costs, Assets and Liabilities.  Specifically the Department

Interest expense should be booked to either Account 427 – Interest On Long Term Debt,

Account 430 – Interest on debt to associated companies, or Account 431 Other Interest Expense. 

See the Department’s Uniform System of Accounts, and See 18 CFR Ch. 1,part 101. 

Fitchburg has many of its back office functions performed by the Service Corp.  USC

assesses a service charge upon the Company for services rendered to the Company.  Tr. 14, p.

1729.   These services include carrying costs or interest on borrowed funds. Id. at 1729, 1731. 

USC has incurred $344,945 of working capital carrying costs or short term interest costs that it
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  The Company argues that the Service Corp. interest expense is associated with cash working capital

and therefore needs special treatmen t.  Fitchbu rg, how ever, reco vers cash  workin g capital fo r all of its

operations and maintenance expen ses, including those charged from the Service Corp.  Therefore, adding  in

interest expenses again for the Service Corp. would provide the Company with double recovery of those

workin g capital req uireme nts. 
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has charged to the Company.  Id. at 1728-1731.

The Company proposes to collect this interest assessment dollar-for-dollar as an

operation and maintenance expense, charged to Account 923 – Outside Service Employed.  This

manipulation of the accounting is improper.  The Department does not permit companies to

include their test year interest expense as a cost item in its revenue requirement determination. 

Rather, the amount of interest is determined in the return on rate base calculation, as a cost rate

weighted by the proportion to total capital, multiplied by the utility’s rate base – the investment

in assets employed to provide current utility services.  The difference in interest expense can be

significant.

The borrowings and investments of the Service Corp. are neither reviewed nor are they

approved by the Department.  The Service Corp. can borrow, invest, and loan for many purposes

including the financing of non-utility functions.  Furthermore, the Service Corp may incur high

cost debt in order to finance these non-utility investments.  Finally, the Company could simply

be holding onto to borrowed cash in anticipation of paying dividends or making new

investments.  A review of the day-to-day Service Corp. borrowings, investments, and interest

expense incurred should not and practically cannot be part of the Department’s review in this

case.16  

The Company has improperly included Unitil Service Corp. interest expense in its

operations and maintenance expense, so its accounts do not conform with the Department’s and
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 The C ompa ny’s total b ad debt fo r the electric d ivision is $615,218, which the Company reduced by

$342,843 to account for anticipated recovery in standard offer and default services, leaving a remaining

balance  of $272 ,395.  

     18
 The Compan y calculates its $518,429 bad debt figure for the gas division as 2.46% of its 2001

normalized revenu es and ca lculates its $2 72,395  bad deb t figure for th e electric  division as .70% of its 2001

normalized revenues less the amounts recoverable through standard  offer or de fault servic e.  See Exh. FGE-

MHC -1, Schedule M HC-7-1 0 (Gas);  Exh . FGE-M HC-1, Sc hedule M HC-7-8  (Electric).

     19
 The Company explains that it totaled the past three years (1999, 2000 & 2001) of net write-offs and

firm revenues and adjusted or otherwise calculated these figures to derive Bad Debt expense for ratemaking

purpo ses.  Exh . FGE- MH C-1 (G as), p. 44-4 5; Exh . FGE- MH C-1 (E lectric), pp. 4 7-48.  
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FERC’s Uniform System of Accounts.  Therefore, the Department should remove the Service

Corp. interest expense from the Company’s pro forma cost of service to insure that the Company

does not double recover its interest costs.

B. The Company Overstates Its Bad Debt Expenses.   

The Company proposes Bad Debt expenses of $518,429 for its gas division and

$272,39517 for its electric division.18  The Company’s proposed Bad Debt expense figures are

inflated and overstate the Company’s actual Bad Debt or uncollectible expenses.  The

Department should reject the Company’s proposed Bad Debt expenses and should instead adjust

or revise these expense figures to reflect actual uncollectible expenses.

The Department determines a utility’s pro forma bad debt expense by averaging the most

recent three years’ net writeoffs and applying the average to determine the percentage of

adjusted  test-year revenues it represents, i.e. the uncollectible ratio. See Boston Gas Company,

D.P.U. 96-50 (Phase I) , at  70-71 (1996); Berkshire Gas Company, D.P.U. 90-121, at 96-97

(1990); Western Massachusetts Electric Company, D.P.U. 84-25, at 113-114 (1984).   Although

the Company claims that it followed the Department’s standards for calculating Bad Debts,19 in

fact it deviated from the substance of those standards with its recording of write-offs at the end



     20 Mr. Collin testified that the auditors audited the Company’s records every qu arter. Tr. 13 , p. 1558 .  

     21
 If the auditors warn ed the Co mpan y early in 2 001ab out the o ver-90-d ay arrears, a nd con tinued to

review the Com pany o n a quarte rly basis, these  auditors p robably  continued to warn the Com pany about these

arrears during each subsequent review.  The Company did not address its arrears problem until the end of the

year.   
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of the test year.  

Company witness Mark Collin testified that early in the test year independent auditors

expressed concern about the Company’s level of over-90-day arrears.20   Tr. 13, p. 1558.  

Despite this warning from auditors, the Company failed to adequately address this problem or

potential problem in a timely fashion.21 Mr. Collin also testified that the Company wrote off

additional amounts in December before closing out its fiscal year.  Id. at 1559.  

The inclusion of the write-offs in the final month of the year artificially inflates Bad Debt

because this recording irregularity does not to take into account recoveries that might take place

the following month(s) in the subsequent year.  The Company recorded more than one-third of

its test year gross electric write-offs, and over 40% of its test year gross gas write-offs, in

December.  Tr. 15, pp. 1914, 1916.  Mr. Collin acknowledged that for the months January

through November, the average electric gross write-off per month was $39,521 and the average

gas gross write-off per month was $36,727.  Id. at 1916.  For the month of December, however,

the Company recorded an electric gross write off of $225,109 and a gas gross write–off of

$302,228.  The Company’s stockpiling of write-offs and recording them in December avoids

reconciliation and thus artificially inflates its Bad Debt expense.  This late attempt to catch up on

its writeoffs provided the Company no time to perform any recoveries on those amounts. 

Indeed, the Company’s witness admitted that all of the recoveries associated with the huge

December writeoff would be made sometime during the year 2002.  
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The Department should not allow this arbitrary accounting manipulation to skew the

Company’s net write-offs  The Department should require the Company to exclude the

extraordinary December write-offs from its Bad Debt expense calculations and direct the

Company to use the average gross write-offs per month for the months January through

November in the test year for its Bad Debt expense calculation.

C. The Company Improperly Includes Advertising Costs For New Hampshire
Advertisements In Its Cost Of Service.

The Company proposes to include advertising costs of $1,994 for its electric division and

$1,006 for its gas division in its cost of service. Exh. FGE-MHC-1; Exh. AG-7-24 (Electric);

Tr.8, p. 961.   A portion of these costs, $1,994, is for advertising and marketing costs in New

Hampshire relating to a New Hampshire property.  See Exh. AG-7-24, Attachment 1.   These

costs are unrelated to Massachusetts and/or Massachusetts consumers and should not be included

in the Company’s cost of service. As the Company admitted, “if this is a New Hampshire-related

charge, it should be removed from the Fitchburg cost of service.”  Tr. 8, p. 962.   The

Department should remove the New Hampshire advertising and marketing costs of $1,994 from

the Company’s cost of service.        

D. The Company’s Methodology In Amortizing Software And Technology 
Assets Is Inconsistent And Irregular And Related Expenses May Be
Improperly Allocated. 

 The Company proposes to increase its test year software and technology amortization

expenses dramatically, to $129,666 for its gas division and $252,442 for its electric division.

Exh. FGE-MHC-1, Schedule MHC-7-21 (Gas); Exh. FGE-MHC-1, Schedule MHC-7-18
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 The Com pany proposes to increase its software and technology  amortization expense by almo st three

times, from $44,279 in the test year to $129,666 for its gas division, an increase of $85,387.  Exh. FGE-MHC-

1, Sched ule MH C-7-21  (Gas).  For its electric division, the Company proposed  to increase its software and

technology amortization expense over four times, from $62,370 in the test year to $252,442, an increase of$190,072.

Exh. FGE-M HC-1, Schedu le MHC-7-18  (Electric).

     23
 Company witness Mark Collin testified that, in the year 2000, the Company conducted an accounting

system upgrade costing $51,628, which amount the company carried over to the following year without any

amortization during the year 2000. Tr. 7, p. 890.  The same held true for the MVRS site license, for which

the Com pany in curred a c ost of $1 2,714. Id. at 891-892.
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(Electric).22 

The Company provided a list of amortization periods for various software and technology

assets, which shows that the Company inconsistently uses varying amortization periods for

similar software and technology assets.  Exh. RR-DTE-4; Exh. AG-7-65(Electric); see also Tr. 9,

p. 1044.  The Company should be consistent in the amortization periods it uses for similar assets. 

 The Company incurred various software and technology costs for items it purchased or

upgraded.  The Company, however, failed to amortize those costs for the respective year of the

purchase or upgrade. Tr. 7, pp. 890-892.  For example, the Company upgraded an accounting

system in the year 2000 but did not amortize any of those costs that year.23  The same held true

for the Company’s web page; the Company incurred costs in 2001 but did not amortize any of

those web page costs that year.  Id. at 925.  Indeed, the Company seemed confused or otherwise

unable to accurately explain its methodology in amortizing its web page amortization. Id. at 920-

925.  The Company also provided contradictory information by stating that amortization on its

customer information system began in 1998, even though the Company listed 1997 as the date

amortization began on this entirely new system. Compare RR-DTE-4; Exh. AG-7-5 (Electric);

Tr. 8, pp. 910-912. The Company should be required to begin amortizing its software and

technology assets from the in-service date of that asset.    
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Finally, Collin testified that USC employees and other affiliate company employees use

the customer information system, but suggested that USC has no need for customer service and

therefore does not pay for any use of the customer information system. Tr. 14, pp. 1770-1772. 

The costs of the customer information system, together with the other software and technology

assets, have substantially increased the amortization expense which the Company’s customers

ultimately must pay.   The Department should require the Company to accurately allocate the

costs of the software and technology assets among all affiliates that use or otherwise benefit

from these assets.  

The Department should deny the proposed increase to test year software and technology

amortizations because the Company has not proved that its amortization periods and allocations

were proper. 

E. The Department Should Disallow the Company’s Rate-Case Legal Expenses
Entirely And Require Normalization Rather Than Amortization of Other
Rate Case Expenses. 

Fitchburg is under a specific and affirmative duty to contain all of its rate case expenses. 

Fitchburg Gas And Electric Light Company, D.T.E. 98-51, p. 57 (1998).  Several years ago, the

Department put Massachusetts utilities on notice that outside legal and consulting services must

be subject to a competitive bidding process, or an adequate justification must be provided for the

failure to issue a request for proposal (“RFP”).  Boston Gas Company, D.P.U. 96-50, p. 79

(1996).  Invoices for services provided to the utility should contain sufficient detail to describe

the nature of work. Fitchburg Gas And Electric Light Company, D.T.E. 98-51, p. 61.  Vague or

general descriptions are simply insufficient.  Id.  Failure of a Company to adhere to any of these

requirements may result in disallowance of the requested rate case expense.  Id. pp. 56-61. 

Fitchburg did not issue an RFP to solicit competitive bids for legal services in connection
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with the rate case and did not provide a credible explanation for this failure during the hearings.

Tr.11, pp. 1321 - 1322.   The Company took no formal steps to determine whether another law

firm would charge either a lower hourly rate or could prepare and defend the rate petitions in

fewer billable hours. Tr. 11, pp. 1323 - 1324.   Although the Company claimed that it received a

written hourly rate discount, Tr. 11. P. 1326, this statement was contradicted by the record.  AG-

RR-44.24   Since the Company has not met the Department’s standard, the Department should

reject the Company’s requested recovery of the portion of rate case expense for legal services.

The Company deferred and amortized the remainder of its rate case expense.   Tr. 7, pp.

879-880, 883.   Exh. FGE-MHC-1, Schedule MHC-7-18 (Electric); Exh. AG-7-5, Attachment

(Electric); Tr. 7, pp. 879-883.  Department precedent provides that rate-case expense should be

normalized rather than amortized.  Fitchburg Gas and Electric Light Company, D.T.E. 99-118,

at 39-40. The Department has explained that:

[a]s a general rule, rate case expenses are normalized rather than amortized, but parties
often use these terms interchangeably.  There is a reason for the use of the particular
items.  Amortization implies a utility is guaranteed a dollar-for-dollar recovery of the
costs, while normalization is intended to only show a representative level of expenses in
rates.

Berkshire Gas Company, D.T.E. 01-56, p. (2001).  The Company claims that its method fits the

definition of “normalization.”  Tr. 7, p. 886.  The Company admits, however, that it is confused,

stating “[s]o even in this case, the terms “normalization” and “amortization”get kind of mixed

and matched through the proceeding, so you can see how this concept can be difficult to follow. 

Id. at 888. 

The Department should require the Company to adhere to Department precedent and
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 The elec tric test year p roperty a nd liability  insuranc e expen se totaled $ 116,67 0.  In contra st to the nearly

doubling of the electric expense, the Company proposes a property and liability insurance expense of $120,637 for its

gas division, $9,116 less than the test year insurance expense amount of $129,753.  Exh. FGE-MHC-1, Schedule MHC-

7-9.   
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normalize its rate-case expense.  Since the Company has a ten year price cap plan pending, the

normalization period should be ten years.  Berkshire Gas Company, D.T.E. 01-56, p. 74 (2002)

(appropriate to normalize rate case expense over ten year period of the plan).

F. The Company’s Proposed Pro Forma Adjustment To Property And Liability
Insurance Is Excessive and Not Supported By The Record.  

The Company proposes to include in its cost of service for its electric division a pro

forma property and liability insurance expense in the amount of $227,808.  Exh. FGE-MHC-1,

Schedule  MHC-7-7 (Electric).25  Even though this proposed insurance expense is almost double

the amount of the test year insurance expense, the Company fails to adequately explain why it

should be granted this amount and fails to support its request with record evidence.   The

Department should reject the Company’s proposed pro forma insurance expense and should 

disallow recovery of any amount greater than the test year amount. 

Company witness Mark Collin testified that the Company did not increase the coverage

on any existing policy.  Tr. 13, p. 1560.  He attributed the extraordinary increase or doubling of

the Company’s insurance premium to simply a change or “hardening” of the market, an

explanation apparently received from the Company’s broker.  Id. at 1562.  The Company did not

indicate that it sought to negotiate lower premiums with its insurer or that it solicited any bids

for insurance or “RFPs” from insurance carriers.   Indeed, nothing in the record evidence

suggests that the Company made any effort to control the cost and substantial increase in this

expense.  The Department should not reward the Company’s negligence in failing to act on this
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issue with a blanket approval of a 100% increase to that  expense.  The Department, therefore,

should reject the Company’s proposed pro forma insurance expense and should  disallow

recovery of any amount greater than the test year amount. 

G. The Department Should Disallow Recovery of Non-Union Wage Increases
Because The Company Has Not Shown That The Amounts Are Reasonable

The Company proposes to increase its operations and maintenance expense to provide for

increases in its non-union wages for the years 2002 (4.9%) and 2003 (4.8%).  Revised Sch.

MHC-7-3 (electric) ($103,418) and revised Sch. MHC-7-5 (gas) ($107,379).  The Department

should disallow all of the proposed non-union wage increase, $210,797 in total, because the

Company’s overall compensation package (wage and benefits) for its employees already is well

above the median level for utilities and all industrials.

The Company supports its request with a 1998 Hay Group analysis based on 1997

surveys of industrial and utility firms.  The Company claims that those surveys indicate that the

Company’s employees’ salaries were insufficient.  DTE 4-5 (common).  Based on those results,

the Company then gave its non-union employees annual salary increases greatly exceeding the

industry averages in order to bring them in line with those of the compared companies.  The

Company is also relying on the Hay Group’s assertion that it benchmarked those increases using

data from 2000-2002 wage and benefit surveys.  Exh. FGE MHC-1, p. 41 (electric) and Exh.

FGE MHC-1 (gas), p. 38; Tr.1, p.101; Tr. 11, pp.1349-50.  The Company did not list the names

of the 2000-2002 wage and benefits surveys upon which the Hay Group relied for benchmarking

purposes, did not describe the relevant chapters or charts that formed the basis of the Hay

Group’s evaluation, and did not make available for cross examination a representative from the

Hay Group.  AG-RR-7.  
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The Department has allowed increases for non-union salaries and wages when the

increases are reasonable and in line with similar utility employees of other companies.  See

Berkshire Gas Company, D.T.E. 01-56, p. 54 (2002); Blackstone Gas Company, D.T.E. 01-50, p.

9 (2001); Boston Gas Company, D.P.U. 96-50 (Phase I), p. 42 (1996) citing Fitchburg Gas &

Electric Light Company, D.P.U. 1270/1414, p. 14 (1983).  To meet this standard, a company

must demonstrate: (1) an express commitment by management to grant the increase, (2) an

historical correlation between union and nonunion raises, and (3) that the amount of the non-

union increase is reasonable.  Id; Massachusetts Electric Company, D.P.U. 95-40, p. 21 (1995).  

Here, the Company fails to meet the third part of this standard.  To determine the

reasonableness of non-union base wages and increase, the Department compares how a

company’s proposed non-union based payroll and increases with the wages paid to employees at

similarly-situated companies that compete for skilled employees.  Berkshire Gas Company,

D.T.E. 01-56, p. 55 (2001); Massachusetts Electric Company, D.P.U. 92-78, pp. 25-26 (1992);

Bay State Gas Company, D.P.U. 92-111, pp. 102-103 (1992).  To allow the Department to

determine the reasonableness of a company’s total employee compensation expense, companies

must provide comparative analysis of their employee compensation expenses.  Boston Gas

Company, D.P.U. 96-50 (Phase I), p.  47 (1996).  The Department should examine current total

compensation expense levels and proposed increases in relation to other New England investor-

owned utilities and to companies in a utility’s service territory that compete for similarly skilled

employees.  Id; Massachusetts Electric Company, D.P.U. 95-40, p. 27 (1995).

The Company’s current wage and benefit levels and requested increases are not

reasonable and the Company’s total compensation for its non-union employees is well above that

of both all industrial firms and utilities.  The Department should look to the overall



     26 Indeed , if the Dep artmen t allows C ompa ny furth er increase s in its salary str ucture, it would only be

fair  and equitable that it require a decrease in the Company’s benefits recovery to bring them in  line with

those of the compared group, thus requiring a corresponding decrease in those benefit costs to bring them in

line with industry averages.

     27 See Hay Compensation Report, 2001 Compensation Plannin g Guid e – Gen eral Indu stry Ma nagem ent;

Augu st 24, 200 1 Cov er letter, “ma rket charts  using ne w me thodolo gy.”
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compensation package (wage and benefits), not just the wage component, in determining the

reasonableness of the Company’s request.  Massachusetts Electric Company, D.P.U. 95-40, p.

26 (1995).  A careful review of the 1997 Hay surveys and the 1998 Hay Study upon which the

Company relies show that the Company’s total wage and benefit package greatly exceeded the

industrial and utility averages for that year.  AG RR 7; Tr. 12, pp. 1527-1531.26  Furthermore, the

1997 Hay surveys and 1998 Hay Study use compensation packages from organizations that

generate over $1 billion dollars in annual revenues (and their abilities to attract qualified

employees through its wage and benefits packages) as the standard for the Company, yet the

Company generates just $90 million in annual revenues and Unitil generates about $207 million

annually. AG 1-2(4) Attachment 1, p. 19.  This is an order of magnitude in difference that

renders the comparison unreasonable.

Comparisons between the 1997-1998 Hay data and subsequent wage and benefit surveys

are meaningless, unreasonable, and unreliable because the 2001 Hay Reports and the 2000-2002

surveys use different job classification systems, use different (or no) Hay Point scale system, and

use different methodologies.27   One survey which appears to be somewhat applicable to the

Company regionally is a 2001 Compdata survey of New England utilities and other industrials

sponsored by the Greater Boston Chamber of Commerce.  The Company, however, gives no

indication that this volume was used in preparation of its rate case.  AG RR 7.   Because the



     28 The Company provided the Attorney General and Department with copies of the Compdata 2001

survey and the remaining 9 volumes of 2000-2002 surveys on the last day of hearings, September 10, 2002.

This gave the Attorney General, parties and the Department no meaningful opportunity to review these

voluminous documents (over 3800 pages), prepare  and cross-examine the Company’s witness on his use of

the 2000-2002 surveys.  Without any citations or  comp arison to th e num bers in  those surveys, the Department

should  afford this d ata absolu tely no w eight in its an alysis and  findings  in this case. 
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Company did not refer to the surveys by name and section, the Department would have to

speculate as to whether the Company actually used this or any other 2000-2002 survey volume

as the basis its payroll adjustment justification.28

The Company’s benchmarking analysis for employee salaries is unreliable and

misleading, given its benefits package which greatly exceeds that of industrials and utilities

alike.   The Company’s analysis in this case does not show that its non-union employees are

under-compensated when one considers the employees’ combined salaries and benefits.  To the

contrary, it appears that they are probably overcompensated relative to comparable companies. 

Therefore, the Department should deny the Company’s requests for all increases in its non-union

salaries, which is $210,797.

H. The Department Should Order Additional Allocations of Expenses To Non-
Utility Operations.

According to the Company, it has made adjustments to its pro forma cost of service to

remove the revenues and costs associated with its non-utility water heater program, an

unregulated affiliate.  The Company has failed, however, to allocate any of the following five

pro forma expense increases to the Company’s unregulated affiliate: (1) property and liability

insurance expenses ($111,138, Sch. MHC-7-7 [electric] and (-)$9,116, Sch. MHC-7-9 [gas]); (2)

medical and dental expenses ($22,729, Sch. MHC-7-4 [electric] and $37,844, Sch. MHC-7-6

[gas]); (3) PBOP and retiree trust fund expenses ($54,556, revised Sch. MHC-7-6 [electric] and
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$11,513, revised Sch. MHC-7-8 [gas]); (4) property tax expenses ($128,062, Sch. MHC-7-16

[electric] and $166,327, Sch. MHC-7-19 [gas]); and (5) amortization of intangible assets;

($190,072, Sch. MHC-7-18 and $85,387, Sch. MHC-7-21).  The Company must make

reasonable allocations of costs to its affiliates that share assets and costs with the utility.  See

Berkshire Gas Company, D.P.U. 92-210, p. 5 (1993).  These additional allocations are necessary

to ensure that ratepayers do not subsidize the business costs of these affiliates.  Blackstone Gas

Company, D.T.E. 01-50, p. 12 (2001). 

These five pro forma adjustments represent common costs in which the unregulated

affiliate must share to avoid improper ratepayer subsidies.  The Company and its water heater

rental affiliate are insured under the same property and liability insurance policies and the same

self-insurance plan administered by Anthem Blue Cross/Blue Shield for medical and dental

expenses.  AG-1-63.  The Company and its affiliate share the same retirement trust fund and use

portions of the same real estate that is subject to property taxes.  The Company and the affiliate

share the same intangible assets that have been amortized.

Since the Company has not allocated any of these pro forma expenses to the Company’s

affiliate, the Department must assign a value for each allocation.  Blackstone Gas Company,

D.T.E. 01-50, p. 12 (2001).  The Company has allocated these expenses based on a ratio of the

non-utility revenues to utility revenues 1.0802% (revised Sch. MHC-7-5 gas and revised Sch.

MCH-7-3 electric).  The Department should use the same percentage to assign these cost

adjustments to the non-utility function, and reduce these five pro forma expenses by 1.0802%

based on the revenue ratio. 



     29  “The Department finds that funding the tax-deductible amount is consistent with Department precedent

and strikes the best balance in allocating PBOP expenses appropriately b etween curren t and future ratepay ers

and between ratepayers and shareholder.”  Massachusetts Electric Company, D.P.U. 95-4 0, pp. 39-40  (1995).
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I. The Department Should Deny Both Of The Company’s Proposed
Adjustments To Post-employment Benefits Other than Pensions (PBOPs)

The Company proposes to make two pro forma adjustments to its cost of service for its

Post-retirement Benefits Other than Pensions (“PBOPs”): (1) FAS 106 expense related to current

employees,  and (2) Retiree Trust Fund expense for retired employees.  The Department should

disallow both of the PBOP adjustments.

All PBOP adjustments included in the cost of service must reflect an actual cash

disbursement to the FAS 106 trust fund consistent with the Company’s tax-deductible amount

under FAS 106.  Massachusetts Electric Company, D.P.U. 95-40, p. 39 (1995), citing

Massachusetts Electric Company, D.P.U. 92-78, p. 83 (1992).29  This treatment takes into

account the uncertainties surrounding FAS 106 factors such as inflation medical cost predictions,

medical trend assumptions, and future technological changes.  Boston Gas Company, D.P.U. 93-

60, p. 213 (1994).

The only known and measurable trust fund amount that the Department can rely on in

this case is the test year amount of contributions to the Retiree Trust Fund.  Exh. FGE-MHC-1,

Sch. MHC-7-6(Electric), Sch. MHC-7-8 (Gas). The Department, therefore, should reject the

Company’s proposed adjustment to the cost of service for an estimated contribution to the

Retiree Trust Fund because it does not meet the Department’s known and measurable standard. 

Furthermore, the Department should reject the Company’s proposed FAS 106 expense

adjustment since it made absolutely no corresponding contribution to a PBOP trust fund to cover

that cost.   Massachusetts Electric Company, D.P.U. 92-78, p. 83.  For these reasons, the
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Department should deny both of the Company’s proposed PBOPs adjustments.

J. The Department Should Disallow The Company’s Proposed Recovery of
Insurance Premium Increases Because The Company Has Not Taken
Sufficient Steps To Contain Costs

The Company has asked the Department to include in the Cost of Service increases in

various insurance premiums that the Company experienced during the test year. Exh. FGE-

MHC-1, Sch. MHC-1-7 (electric); Exh. FGE-MHC-1, Sch. MHC-7-9.  The Company failed to

contain its insurance costs, failed to attempt to reduce its premiums, and now seeks an

unreasonable insurance expense that should be disallowed.  The Company did not try to reduce

the premium increases for its Directors and Officers liability insurance (118%), excess liability

insurance (22%), all risk insurance (56%).  Tr.11, pp. 1384-92.  The Company should have

sought quotes from another insurance broker or should have issued a Request for Proposal

(“RFP”) for another broker.  Berkshire Gas Company, D.T.E. 01-56, p. 60 (2002); Boston Gas

Company, D.P.U. 96-50, p. 46 (1996).  

As with the Company’s rate case legal fees, the Company has, under the guise of

maintaining comfortable business relationships, has failed to protect its ratepayers from

excessive charges.  The existence of “continuity credits” does nothing to ameliorate the

Company’s lack of due diligence because the Company paid thousands of dollars in off-setting

consulting fees to the broker for no apparent benefit.  Exh. AG-7-35, Attachment, p. 11; Tr.11,

p.1377-80  The Company must demonstrate that its expenses are reasonable, and failing to

question significant premium increases is not a reasonable approach.  Since the Company not

met its burden, the Department should deny the prosed increase.



     30 Since BC/BS’s fee is based on its estimated premium there is incentive for BC/BS to overestimate the

premium to increase its fee.
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K. The Department Should Disallow Proposed Medical and Dental Expense
Increases Because they Are Unreasonable And Not Known And Measurable.

The Company proposes to increase its test year cost of service by $22,769 (Sch. MHC-7-

4 electric) and $37,844 (Sch. MCH 7-6 gas), to reflect a 26 percent increase in its projected costs

for its medical claims.  Test year health care expenses must be: (1) known and measurable, and

(2) reasonable in amount.  Berkshire Gas Company, D.T.E. 01-56, p. 60 (2001); Boston Gas

Company, D.P.U. 96-50 (Phase I), pp. 45-46 (1996); North Attleboro Gas Company, D.P.U. 86-

86, p. 8 (1986).  In addition, utilities must contain their health care costs.  Berkshire Gas

Company, D.T.E. 01-56, p. 60 (2001); Boston Gas Company, D.P.U. 96-50, p. 46 (1996);

Massachusetts Electric Company, D.P.U. 92-78 , p. 29 (1992); Nantucket Electric Company,

D.P.U. 91-106/138, p. 53 (1991).

Anthem Blue Cross/Blue Shield (“BC/BS”)administers the Company’s self-insurance

plan, charging a fee for those services.  As administrator, BC/BS bills a monthly amount to the

Company to cover the costs of the program.  The Company then receives credits to the payments

to compensate for any differences between the estimated claims and the actual claims.  The

Company pays BC/BS a fee to act as the administrator, and the fee is based on the premium set

aside by the Company for claims paid.30  Tr. 8, p. 971-2. 

The requested 26 percent estimated increase in claims paid is nothing more than an

estimate and certainly not known and measurable.  The record (even in the Company’s late-filed

response to DTE-RR-63) fails to contain any true-ups to actual claims paid.  The Department

should reject the Company’s unsubstantiated medical expense increase.
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The Company’s proposed increase is also clearly unreasonable.  The increase is more

than the forecasts of other experts in the field of medical claims.  The Company’s estimate of

overall medical cost increase is more than twice the expected increase given by the Company’s

own actuaries, which are projecting an only eleven percent increase in medical costs for 2002. 

AG-RR-62.  For all the reasons set forth above, the Department should reject the Company’s

proposed medical claims expense increase and limit it to a maximum of an eleven percent

increase.

L. The Department Should Reject The Proposed Incentive Compensation Plan
Expenses Because It Does Not Benefit Customers. 

Fitchburg employee expense in the Unitil Service Corp. charges to the Company during

the test year include an employee incentive program cost.  FGE MHC-1, p. 36, 40 (electric);

FGE MHC-1, p. 33, 37 (gas).  The Department should disallow a portion of the employee

incentive program costs from the cost of service because the adjustment is based on shifting

incentive goals are not measurable and known.

The Department reviews a company’s proposed compensation adjustments to determine

whether the adjustments are known and reasonable.  Massachusetts Electric Company, D.P.U.

95-40, p. 12 (1995).  Also, adjustments to the cost of service for an incentive compensation

program must be: 1) reasonable in amount; and 2) reasonably designed to encourage good

employee performance.  Boston Gas Company D.P.U.93-60, pp. 98-99 (1994).  Incentive plans

must have defined goals and quantifiable benchmarks that benefit ratepayers.  Id.; Bay State Gas

Company, D.P.U. 92-111, p. 115 (1992).  

The Company made incentive payments to all Fitchburg employees as well as to those of

the Unitil Service Corporation.  The test year incentive payments were based on several goals:
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earnings - 30%; reliability - 10%; low costs - 10%; customer satisfaction - 10%; new business

initiatives - 20%; and subjective evaluation - 20%.  DTE 4-9; AG 1-36; Tr. 15, pp. 1903.

At a minimum, the Department should disallow the part of the payroll adjustment

resulting from (1) the earnings goal, (2) the new business incentives and, (3) the subjective

evaluation goal.  Such payment goals are undefined, and the sums paid for reaching them are

unreasonable, unquantifiable and not known or measurable by an objective standard.  First, the

Company started with a 30% goal weight for earnings, but later during the test year shifted to a

40% goal weight, without explanation.  DTE 4-9, Attachments 2 and 3.  This rendered the

earnings goal a shifting, undefined, unpredictable, and therefore unmeasurable goal.  Also, the

Company assigned a 20% goal weight to the “subjective evaluations” goal to recognize

employees who capitalized on unplanned opportunities and responded to unforeseen problems. 

DTE 4-9, Attachment 3.  Finally, the new business initiatives provided no direct nor indirect

benefit to customers of the utility are clearly subjective.  These three goals are inherently

subjective, not objective, and consequently also unmeasurable.   The Department should,

therefore, disallow the proportionate part of the payroll adjustment that resulted from the

subjective goals within the incentive payment plan.

M. The Company’s Is Improperly Expensing Its Costs Of Meter Removals

  The Company, incurred a cost of $56,164 associated with electric meter removals and

$21,715 associated with gas meter removals during the test year in this case.  The Company is

currently expensing the cost of its meter removals.  Exh. FGE-JHA-1, p. 113  (gas).  The

Company cites to the Department’s Uniform System of Accounts as the basis for this accounting

treatment. Exh. AG-4-21.     

The cost of removal is included a cost of plant.  See Exh. AG-4-21, p. 30, Item 254 and
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Exh. FGE-JHA-1, pp. 5 and 9 (electric and gas).  These costs should be capitalized and

recovered through a utility’s depreciation expense.  Id. The Department’s Uniform System of

Accounts allows the Company to expense “the cost of removing and resetting meters.”

(emphasis added). Exh. AG-4-21 (gas).  

The Company improperly expensed all of its meter removals during the test year in this

case, particularly those where the Company removed and retired the meters.  Since the

Department directs companies that remove and retire plant to always charge those costs to the

plant account, the cost to remove and retire meters should also be capitalized.  Exh. AG-4-21, p.

30, Item 254.  It should be noted that the Department’s instruction does not note any exclusions

or exceptions as to many of the other instructions.  Furthermore, this instruction fits perfectly

with the concept of expensing of those costs only in the cases of “removal and resetting.” 

Clearly, it is the Department’s intent to have companies expense those costs of resetting the

meters as though they were maintenance expenses.  This interpretation is both logically and in

conformance with basic accounting principles.  Therefore, the Department should disallow the

Company’s test year expenses for meter removals and order the Company to capitalize those

costs in the future.

N. Revenue Requirement Adjustments Made During and after the Hearings in
this Case

The Company has proposed a multitude of new adjustments to its cost of service, during

and after the hearings.  In fact, on the day that this brief is being filed, the Company is still

proposing new adjustments to its proposed cost of service as the result of late filed responses to

record requests.  Exh. DTE-RR-6 (electric) and (gas) and Exh. DTE-RR-43 (electric).  The

Attorney General reserves his right to object to such late-filed adjustments,and where
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appropriate will address any legitimate adjustments in his reply brief in this case.

V. DEPRECIATION

A. Introduction

The Department allows utilities to include in their cost of service depreciation expense. 

Depreciation expense is included to provide the utilities with recovery of the cost of plant in

service over its useful life.  Depreciation expense for any period is determined by multiplying

the balance of plant in service by the depreciation accrual rate.  The depreciation accrual rate,

using the remaining life method, is determined by summing the undepreciated balance of plant in

service and the cost of removal, subtracting the salvage value, dividing that amount by the

average remaining life of the plant, and expressing that amount as a percent of the total plant

balance.

The Company sponsored the testimony of a James H. Aikman.  Exh. FGE-JHA-1.  Mr.

Aikman performed  depreciation studies for both the electric and the gas divisions of Fitchburg. 

Id. Sch. JHA-1.  The Company, as a result of Mr. Aikman’s study, proposes to increase its

depreciation expense by $1,065,000, or 55 percent for its electric division and $210,000 or 13

percent for its gas division.

The magnitude of these increases by themselves are unjust and unreasonable, especially

given the fact that just three years previous to the depreciation study done for this case, the

Department approved the study that produced the current rates. The Company did not attempt to

explain these huge increases in depreciation expense that would cause each customer to incur

and additional $39 per year for electric service. Rather, Fitchburg simply assumes, with no

discussion or explanation, that the “judgment” of its current depreciation witness can overrule
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and replace the “judgment” of the previous witness, in D.T.E. 98-51.  This type of “opinion

shopping” should be rejected by the Department and the Company’s proposed change in

depreciation accrual rates should be rejected in whole by the Department.

Notwithstanding the arguments above that the Department should reject the Company’s

entire proposal to change depreciation accrual rates because of the “opinion shopping,” there are

other flaws in the depreciation study that should cause the Department to reject the Company’s

requested increase in depreciation accrual rates.  Each of these arguments will be discussed

separately below.

B. Mr. Aikman Failed To Perform A Study Of Gas Mains By Material Type

The Department should deny the Company’s proposed depreciation accrual increase for

its gas division because Mr. Aikman has failed to follow the directives of the Department to

perform a gas main actuarial study bu material type.  The Department Order in Berkshire Gas

Company, D.T.E. 01-56, p. 95 regarding Mr. Aikman’s depreciation analyses was clear.  He was

ordered to perform his mains actuarial analyses by material type.  Id., p. Neither Mr. Aikman nor

the Company should by rewarded for his failure to perform this required study.

Mr. Aikman’s failure to perform the gas main plant by material type has an obvious and

significant impact on the assumed of the plant in those accounts. Gas service mains have

historically been made of different materials.  See Exh. AG-4-9 (gas).  These materials include

wood, wrought iron, cast iron, steel, coated steel and plastic.  Each material type has its own

unique characteristics which cause the Company to install, maintain, and retire them in different

ways.

Here Mr. Aikman performs his actuarial analyses for gas mains by combining all of the

mains with the various material types together as though their characteristics were all the same.  
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Clearly, as the Department has found they are not all the same.  Berkshire Gas Company, D.T.E.

01-56.  The Department has ordered the gas distribution companies with the Commonwealth to

replace certain cast iron mains due to their high failure rates.  The Company has agreed to

replace approximately 2 miles feet per year under the program approved by the Department. 

D.T.E. 00-PL-05.  This artificial early retirement of those cast iron mains is obviously driving

down the average service life of all mains including those of steel and those of plastic.

The dollar balance of cast iron mains that the Company is retiring through this program is

small relative to the steel and plastic mains.  Although the Company has 408,862 feet of cast iron

main in the ground the dollar balance associated with the cast iron plant is only $2,717,750. 

Exh. AG-4-9 (gas).  Thus, the actuarial lives of all of the other different main types are being

improperly driven down by the early retirement of the cast iron mains that make up only 16

percent of the total balance of gas mains.  Id.  Any analysis that does not recognize, and account

for these fundamental characteristics of the different main materials is on its face useless for the

Department’s determination of their actuarial lives.  Therefore the Department should reject Mr.

Aikman’s depreciation study and recommendation in this case and order the Company to provide

a gas distribution main study by material type to be performed in its next base rate case.

C. Mr. Aikman Failed To Apply His Small Increment Approach To Changes In
The Elements Of The Depreciation Accrual Rate Calculation

Mr. Aikman’s methodology that he employs in his depreciation study in this case is

internally inconsistent and unreasonable and should be rejected by the Department.  Mr. Aikman

explains at great lengths why his engineering “judgment” is critical above all history, facts and

statistical analysis in determining the depreciation accrual rates.  Yet, here his “judgment” causes
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him to change  his methodologies mid stream in order to increase the depreciation accrual rate.  

Mr. Aikman has had a long standing rule that he would not immediately change from the

existing estimated useful life for any plant account to the actuarial life that results from his

statistical analysis, even if the statistics have recurred in study after study.  Tr. 2, pp. 206-207. 

His preferred method, and the one often approved by this Department, is to make small,

incremental movements towards the actuarial results that represent ten to twenty percent of the

difference.  Id.  Thus, for example, if the Company’ existing life estimate for mains were 70

years and the results of actuarial analyses had consistently indicated a life of 90 years, Mr.

Aikman would increase his recommended life by ten percent of the difference or a two-year

increment to move slowly towards the indicated amount.

The fatal flaw in Mr. Aikman’s analysis is his failure to make similar “conservative”

small increment changes when he performs his net salvage value analysis, especially with regard

to the electric plant accounts.  Here, Mr. Aikman has no fear in moving 50 or 100 percent of the

way from the existing estimated net salvage value to the one that results from the most recent

study.  Mr. Aikman’s misapplication of his incremental approach causes very significant

increases in plant cost recovery. In fact, Mr. Aikman’s failure to consistently apply his

incremental approach causes some plant account recommendations to increase by as much as

100 percent.  

There are many electric plant accounts where Mr. Aikman failed to apply his incremental

approach to changes in the net salvage estimates.  The failure to apply this approach results in

astonishing increases in plant account cost recoveries.  Below are listed certain of the accounts

where Mr. Aikman has misapplied his incremental approach, the resulting increase, and the

change consistent with his incremental approach are present in the following table:
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NET SALVAGE ANALYSIS
          Net

Corrected     Salvage
Increment      With

Previous New Aikman Aikman At 10% Of  Corrected
Study Study Proposal Increment  Difference Increment

Account 352   (10) (68.3) (50) (40) (5.8) (15.8)

Account 353     5 (49.5) (40) (45) (5.5) (0.5)

Account 355     (5) (150) (100) (95) (14.5) (19.5)

Account 356     0 (128) (80) (80) (12.8) (12.8)

Account 362   10 (71.1) (40) (50) (8.2) 1.8

Account 364  (10) (129) (100) (90) (11.9) (21.9)

Account 365    (5) (123.7) (85) (80) (11.8) (16.9)

Account 366    (5) (120.4) (80) (75) (11.5) (16.5)

Account 367    (5) (116.5) (50) (45) (11.2) (16.2)

Account 368     5 (8.8) (10) (15) (1.4)   3.6

Account 369  (15) (135.2) (125) (110) (12) (27)

Account 371    20 (87.8) (75) (95) (10.8)   9.2

Account 373   (10) (71.8) (75) (65) (6.2) (16.2)

Exh. AG-4-1 (electric), Exh. DTE -1-19, Ech. FGE-JHA-1, Sch. JHA-1, p. 38-39.  This table

simply corrects Mr. Aikman’s net salvage value analysis to make it conform to his incremental

change analysis that he uses for the other components of the depreciation accrual rate.  Reasoned

consistency requires that Mr. Aikman consistently apply his incremental change methodology to
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all of the components of his depreciation study, not those that just bias his results towards a

higher accrual rate.  Therefore, the Department should reject Mr. Aikman’s net salvage estimates

for the accounts indicated above and instead use those that are developed in that table. 

VI. REVENUES

A. The Department Should Adjust For Increased Post-Test Year Revenues Of
Newark America, The Customer That Replaced Princeton Paper.

In the electric division’s last rate review, the Company persuaded the Department to

adjust for the post-test year reduction in revenues no longer received from a large customer,

Princeton Paper Company, LLC (“Princeton”).   Fitchburg Gas & Electric Light Company, DTE

99-118, pp. 14-20 (2001).  Princeton had filed for bankruptcy and sold its facilities to another

paper company, Newark America Company (“Newark”).  Id.  The Department reduced the

Princeton revenue loss adjustment by Newark revenues because it found that the “loss of

Princeton and gain of Newark are sufficiently related that we cannot accept the one and exclude

the other,” and reduced the Company’s revenues by $1,218,092.  Id., pp. 19-20.  

The Department generally sets rates to reflect the likely cost and revenues assuming the

same level of service provided in the test year.  Boston Gas Company, D.P.U. 88-67 (Phase I) at

140 (1988).  If the addition or deletion of a customer or change in customer sales, either during

or after the test year, represents a known and measurable change to test year revenues, and

constitutes a significant adjustment outside of the "ebb and flow" of customers, then the

Department may include a representative level of revenues for purposes of deriving a utility's

revenue requirement.   Fitchburg Gas & Electric Light Company, DTE 99-118, pp.16-20 (2001);

Massachusetts-American Water Company, D.P.U. 88-172, at 7-9 (1989); Western Massachusetts

Electric Company, D.P.U. 558, at 70-72 (1981). 
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 Mr. Collin testified that Newark is approaching a load of 10 megawatts.  Tr. 1, pp. 49. This load

represen ts about 11 percent of the approximately 90 megawatt total demand on Fitchburg’s system, which

is clearly sig nificant.  Fitchburg Gas & Electric Light Company , DTE  99-118 , p.18 (20 01);   
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Newark continued to pay the Company relatively small revenues during the 2001 test

year.  After the test year, however, Newark’s actual electric loads and revenues rose markedly.  

Tr. 1, pp. 48-57; Exh. AG 7-53 & supplement (confidential); AG-RR-3 (confidential); AG-RR-

58, p.3 (confidential).  The post-test year increase in Newark’s load and revenues is known and

measurable.  The record contains Newark’s actual electric loads and electric delivery service

revenues by month for 2002.  AG-RR-3 (confidential); AG-RR-58 (confidential).  Mr. Collin

testified that Newark’s recent post-test year sales and demand numbers are both known and

definite.  Tr. 1, p.55.  See Exh. AG 7-53 & supplement (confidential) and RR-3 (confidential).    

The increase in Newark’s load and revenues after the test year is clearly significant and

outside the ebb and flow of customer changes.  Newark’s actual electric loads for the four most

recent months were, on average, almost 15 times the test year average.  Exh. AG 7-53 &

supplement (confidential); AG-RR-3 (confidential).31  Newark’s revenues, similarly, have risen

dramatically since the test year. AG-RR-58 (confidential).  Any doubt about the significance of

the post-test year increase is eliminated by comparing current annualized electric delivery

service revenues (based on the most recent four months) from Newark to Princeton’s $1.3

million revenue for 1999 that the Department found justified an adjustment.  AG-RR-58, p.3;

Fitchburg Gas & Electric Light Company, DTE 99-118, p.20 (2001).

Under Department precedent and for purposes of fairness and symmetry with the

Princeton post-test year adjustment, the Department should order Fitchburg to include a post-test

year revenue adjustment by subtracting Newark test year electric delivery service revenues from



     32  The dollar amount of the return is determined by multiplying the dollar amount of the rate base by the

overall  cost rate of these different costs of capital weighted by the amount outstanding of each type of capital.

 Exh. F GE-M HC-1 , Sch. M HC-1 2(electric).   
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an annualization of  the actual Newark electric delivery service revenues from May-August,

2002.  Id.  

VII. COST OF DEBT

A. The Company Overstates its Cost of Debt. 

The overall weighted cost of capital proposed by the Company results in a windfall to the

Company to the detriment of its customers.  The method by which the Company proposes to

calculate its cost of capital results in customers paying a significantly higher rate than what the

Company actually pays for its capital costs.   The Department should require the Company to

include all debts,  both long-term and short-term, in its calculation of its overall weighted cost of

capital.  

The Company’s cost of service includes a return on rate base which provides the

Company’s investors a return on the net investment that they have made in its utility business. 

Exh. FGE-MHC-1.  The return compensates the debt holders and the common stockholders for

their investments in the Company’s utility business.32  The manner in which the Company

calculates it cost of capital results in the Company greatly overstating that cost.

A substantial portion of the Company’s cash needs are  funded through short term debt

which bears a lower interest rate. The Company testified that it borrows from the Unitil money

pool and incurs this short-term debt to fund various short term and long term projects and

operations. Tr. 1, 65-68.  The Company further testified that it is a net borrower from the Money

Pool.   Id.  at 66.  During the test year, the Company had $69 million in total outstanding debt of
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which $15,225,847 or 22% consisted of short term debt.   A substantial portion of the

Company’s operations, then, are funded through short term debt.  Exh. FGE-1, Sch.MHC-

12(Electric); Exh. AG 1-6, Att.3.  The Company, however, excluded that short term debt and its

accompanying lower interest rate is excluded from consideration in the Company’s calculation

of its overall weighted cost of capital.  

The Company and its shareholders receive a windfall from being able to charge

customers for the carrying costs on investments, including cash working capital, at its overall

pretax cost of capital of 12%, while paying short-term interest rates in the 4% range.  The

Department can prevent this stockholder windfall by including short-term debt in the Company’s

capital structure used to determine its overall cost of capital.

VIII. COST OF EQUITY

A. Introduction

The cost of service includes a return on rate base which provides Fitchburg’s investors a

return on the net investment that they have made in its utility business.  Exh. FGE-MHC-1,

Schedule 1.  The return compensates the debt holders, the preferred stockholders, and the

common stockholders for their investments in the Company’s electric and gas distribution

businesses.  Exhibit FGE-MHC-1, Schedule 12 (electric and gas).  The dollar amount of the

return is determined by multiplying the dollar amount of the rate base by the overall cost rate of

these different costs of capital weighted by the amount outstanding of each. Id.

The Company sponsored the testimony of Mr. Samuel C. Hadaway regarding its  cost of

common equity.  Exh. FGE-SCH-1  (electric and gas). As will be discussed below, there many

flaws with his analyses that cause his results to greatly overstate the Company’s cost of common
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 Since Fitchburg Gas & Electric Light Company is comprised of both  as well as an electric division,

it has a blended cost of common equity for both divisions, further complicating a direct analysis of the cost

of equity of the business at issue in this case.
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equity.  Most important, however, is his fundamental misunderstanding of the purpose of these

proceedings and the risk and expected returns on an electric and distribution service company.  

B. Mr. Hadaways’s Risk Analysis Totally Misstates The Investment Risks
Associated With The Provision Of Distribution Service

The cost of the Company’s common equity is not readily measurable in the manner that

its costs of debt and preferred stock  are.  Exh. FGE-SCH-1, p. 4  (electric and gas).  Since

Fitchburg Gas & Electric Light Company’s common stock is held by its parent corporation

Unitil Corporation, it is impossible to determine the market cost of equity for the Company’s

stock using any market approach.33  Therefore, Mr. Hadaway performed his analysis on a group

of companies that he deemed comparable to the Company (the “comparison group”).  Tr. 10, pp.

1145-1146.

Mr. Hadaway discusses on at great length the various risks of different investments in the

electric and gas industries in a way that would bias his recommendation upward.  Exh. FG&E-

SCH-1, pp. 19-23  (electric and gas).  He describes the risks of the Western United States market

that has been in an energy crisis, the risk of deregulation, open access to the transmission grid,

and increased competition in the electric and gas industry.”  Id.  The fact is, however, that

investment in Fitchburg’s electric and gas distribution service has nothing to do with any of

these risks.  While these risks may be applicable to vertically integrated  utilities in California,

they are totally inappropriate for the Company’s electric and gas distribution businesses. 

Furthermore, Mr. Hadaway’s group of comparison companies contain firms that operate

subsidiaries whose investment risk is much greater than that of Fitchburg.  The electric
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companies in the comparison group have affiliates whose operations include unregulated

generation that include affiliates that carry substantially higher risk than a regulated distribution

company.  These companies include the following businesses, as indicated by the check marks:
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   ELECTRIC COMPARISON GROUP BUSINESSES
    Other

Vertically Energy Unregulated Gas Unregulated
Integrated Trading Generation Utility Businesses

Alliant Energy      U    U       U       U       U

Ameren       U       U       U

Cinergy       U       U       U

CLECO       U       U       U          U

Consolidated Edison       U       U

Constellation      U       U       U       U

DPL       U       U       U       U

DQE       U

Energy East       U       U

Entergy       U       U       U       U

FPL Group       U       U       U

NSTAR       U       U

Potomac Electric    U       U

P. S. Enterprise      U       U       U       U

SCANA       U       U             U

Southern       U       U       U

TECO       U       U       U

UIL Holdings       U

See Exh. AG-6-15 and AG-6-16 (electric).
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The gas companies in the comparison group have affiliates whose operations include

unregulated operations that include affiliates that carry substantially higher risk than a regulated

distribution company.  These companies include the following businesses:

   GAS COMPARISON GROUP BUSINESSES
    Other

   Energy  Oil & Gas Unregulated
 Marketing Exploration  Businesses

AGL Resources       U       U

Atmos Energy       U       U

Cascade Natural Gas

Energen       U

Laclede       U       U

Nicor       U       U

Northwest N.G.       U

Peoples Energy       U

Piedmont       U       U

Southwest Gas

WGL Holdings       U       U

See Exh. AG-8-15 and AG-8-16 (gas).

Therefore, Mr. Hadaway’s DCF analysis, which uses comparison groups consisting of firms with

vertically integrated electric companies including the “risky” generation, energy trading and  oil

and other unregulated businesses and gas distribution companies that have pipeline, energy
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trading, and oil and gas exploration businesses, overstate the cost of equity for Fitchburg’s

electric and gas distribution business.  Indeed, Mr. Hadaway could not even identify the business

for which the Department was setting rates in these cases.  Tr. 10, pp. 1140-1145.  When asked if

the Department should determine the rates in D.T.E 02-24 based on the cost of equity capital for

a gas distribution company, he responded, “no.” Id, pp. 1144-1145.  When asked if the

Department should determine the rates in D.T.E 02-25 based on the cost of equity capital for an

electric distribution company, he again responded, “no.” Id., p. 1145.  Apparently, Mr. Hadaway

believes that it is appropriate for his comparison group to includes companies whose businesses

are different from and whose investment risks are significantly different from that of Fitchburg’s

gas and electric distribution businesses without making any adjustments to his analysis to

recognize those different investment risks.  For this reason alone, the Department should reject

Mr. Hadaway’s inflated recommendations in this case.  

The Department has recognized the lower risk of the stand-alone distribution business. 

Massachusetts Electric Company, D.P.U. 95-40, pp. 95-96 (1995).  In D.P.U. 95-40, the

Department found that a distribution company has less risk (and thus a lower required return)

than utilities that have generation and non-utility subsidiaries.  Id. The Department should also

find that Mr. Hadaway’s DCF cost of equity analyses overstate the cost of common equity for

Fitchburg because they depend on a broad group of vertically integrated companies that have

generation, energy trading, oil and gas generation, as well as non-utility subsidiaries.

C. Discounted Cash Flow Analysis

Mr. Hadaway performed a discounted cash flow (“DCF”) analysis of the two comparison

groups, one for his electric division analysis and one for his gas division analysis.  Exh. FGE-

SCH-1, Sch. SCH-4 (electric and gas).  As was discussed supra, the investment risk of his
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comparison group of integrated electric and gas companies is greater than that of the Company’s

distribution businesses alone.  Therefore, Mr. Hadaway’s DCF cost of equity results are all

biased upward.  Notwithstanding this fact, there are still other critical flaws in Mr. Hadaway’s

DCF analyses that will be discussed below.

The theory underlying the DCF analysis is that the market price that an investor is willing

to pay for a share of common stock is equal to the present value of the cash dividends and the

proceeds from the sale of the investment when the investor divests those shares.  Exh. FGE-

SCH-1, pp.11-12.  Mr. Hadaway used three different DCF approaches to estimate the cost of

equity for the comparison group.  Exh. FGE-SCH-1, Sch. 4.   Each will be discussed below.  

1. Constant Growth

One approach to the DCF analysis is to assume that the growth in dividends per share is

constant over time (the “constant growth rate model”).  Id., pp. 11-12.  The DCF theory can be

modeled then by the following equation:

  D1

    k       = -----    +    g
  P0

where  k    =    the investors’ required return on common equity;
D1  =  the dividend per share paid in the next period;
P0   = the current market price per share of the common stock; and
g    = the investors’ mean expected long-run growth rate in dividends paid per

share.

Id., pp. 11-13.

Some of the components of the model are easily measured such as the current price per share and

the current dividend paid.  Id..  However, the investors’ expectations of the growth in dividends

over the next year and over the rest of the investors’ holding period are not directly measurable. 

Id.  Since it is impractical to measure all of the investors’ expectations regarding their growth



54

rate estimates, it is necessary to use a proxy for those expectations.  These proxies include

historical and forecasted measures of the dividends, earnings, and book value per share growth

rates as well as the growth from retained earnings. Exh. AG-6-15 (electric) and Exh. AG-8-15

(gas).

Mr. Hadaway applied this analysis by taking the average of three different proxies for the

growth rate.  Exh. FGE-SCH-1, Sch. 4, page 2 (electric and gas).  Mr. Hadaway did not even use

historical measures of growth, but relied solely on forecasted measures as represented by Zack’s

five-year earnings per share growth rate, the Value Line Investment Survey’s three to five-year

earnings per share growth rate, and a measure of growth from retained earnings calculated from

Value Line.  Id.  These growth rates resulted in an average growth rate estimate of 7.17 percent

for the gas comparison group and 5.94 percent for the electric comparison group.  Id.

Theses short-run forecasts of growth rates that Mr. Hadaway uses are too high to  be

representative of a long-run sustainable growth in electric utility stocks.  The growth rate in

Gross Domestic Product has been around 5.57 percent recently (see D.T.E. 99-118, p. 74), the

average ten-year historical growth rate in earnings per  share, dividends per share, and book

value per share which have all been substantially lower. See Exh. AG-6-15 (electric) and AG-8-

15 (gas).
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      COMPARISON GROUPS HISTORICAL
GROWTH RATES

     Ten-Year     Electric       Gas
     Historical Comparison Comparison
   Growth Rate      Group      Group

Dividends Per Share       1.8 %       2.0 %

Earnings Per Share       2.4 %       2.6 %

Id.

In comparison, Mr. Hadaway’s average growth rate estimate of 7.17 percent for the gas division

and 5.94 percent for the electric division is well above what has been experienced in the past and

can be expected in the future.

The Department should reject Mr. Hadaway’s estimates of the long-run growth rates and

the DCF cost of equity estimates that he derives from those forecasts.  First, they more than

double the growth rates that these companies have experienced in the past.  Mr. Hadaway never

explained how regulated gas and electric distribution companies could expect in the long-run to

increase their earnings at rates more than twice that which they have achieved during the last ten

years.  Second, Mr. Hadaway’s growth rate estimates exceed the expected growth in the

economy.  Finally, Mr. Hadaway derives all of his estimates from forecasts made by firms that

sell stock or mutual funds, firms which have a decided interest in inflating their growth rate

estimates in order to do more business. See Exh. AG-6-18 (electric) and AG-8-18 (gas). While it

is impossible to measure the actual amount of the overstatement of the forecasts for any one

institution, it is clear from the extent of the recent investigations of the Securities and Exchange
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Commission, the United States Congress and the New York Attorney General’s Office that the

inflation of forecasts is systematic and wide spread.  For all of these reasons, the Department

should reject Mr. Hadaway’s inflated DCF growth rate estimates he uses for his Constant

Growth Rate DCF. 

A reasonable approach to estimating the growth rate for Mr. Hadaway’s constant growth

rate DCF is to provide consideration for both the long-run historical growth rate in dividends and

earnings per share and the expected growth in the economy.  For the comparison group of

electric companies, this creates a range of growth rates from 1.8 to 5.25 percent.  When summed

with the average dividend yield for the comparison group of electric companies of 5.14 percent 

this range yields a DCF cost of equity estimates from 6.94 to 10.39 percent with a midpoint of

8.67 percent.   For the comparison group of gas companies, this creates a range of growth rates

from 2.0 to 5.25 percent.  When summed with the average dividend yield for the comparison

group of electric companies of 4.78 percent,  this range yields a DCF cost of equity estimates

from 6.78 to 10.03 percent with a midpoint of 8.41 percent.

2. Terminal Value DCF

The second approach that Mr. Hadaway used is his Terminal Value Approach.  This DCF

approach assumes that the investor holds the investment for a certain number of years and then

sells the investment at a certain price.  Exh. FGE-SCH-1, Sch. 4, p. 3.  In this case, Mr. Hadaway

assumed that investors held the stock for three to four years and then sold the stock at the end of

the last year.  Id.

Mr. Hadaway relied heavily on Value Line Investment Survey for his estimates of

investors’ expectations for each of the companies in his comparison group.  Id.  Specifically, he

derived from Value Line’s data an estimate of the dividends per share paid for each of the
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intermittent years as well as a price per share of the stock in the last year.  Id.  Here again, Mr.

Hadaway has essentially derived a cost of equity estimate from short-term forecasts.  All of the

forecasts that he uses to derive his Terminal Value DCF are five-year values or less.  Exh. AG-6-

15 (electric) and AG-8-15 (gas).   The Department should not rely on such short-term

expectations of one analyst to estimate the long run expectations of the whole market. 

Furthermore, as is discussed above, these estimates based on forecasts from institutions that sell

stocks and stock funds are now widely believed to be overinflated.  Therefore, the Department

should reject Mr. Hadaway’s Terminal Value DCF approach and the resulting cost of equity

estimate.

3. Two-Stage Growth Rate DCF Model

The third DCF approach that Mr. Hadaway uses is the Two-Stage Growth Rate approach. 

Exh. FGE-SCH-1, Sch 4, p. 4 (electric and gas).  This model is based on the assumption that

there is some short-term growth rate in dividends per share that investors expect, followed by a

different growth rates that are expected for periods thereafter.  Id.  Here, Mr. Hadaway uses the

following model.  

P0  =  D0(1+g1)/(1+k)  +  ...  +  D0(1+g2)
n/(1+k)n  +  ...  +  D0(1+gT)(T+1)/(k-gT)

Mr. Hadaway started by using the Value Line forecasted dividends per share growth rate for the

first five years of the this approach. Exh. FGE-SCH-1, Schedule SCH-4 (gas and electric), p. 4.  

After the first five years, Mr. Hadaway assumes that growth will jump to the long-run growth

rates which remains constant after that.  Id.  Mr. Hadaway’s long-run growth rate estimates of

7.17 percent for gas distribution companies and 5.94 percent for electric distribution companies
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was based his the short-run growth rate projections.  Id.

Mr. Hadaway provided no support for using short-run growth rate estimates to estimate

the long-run growth, for years 6 through 150, for his comparison group. Not only is this

methodology theoretically flawed, the resulting growth rates are clearly in excess of the expected

growth rate of economy and do not make any sense as estimates for the long-run growth rate for

a regulated electric and gas distribution companies. 

A utility Company cannot expect continuously to grow faster than the economy as a

whole.  With inflation at less than 2.25 percent (see Exh. AG-6-5 (electric), Gross Domestic

Product Chain Weighted Price Index) and real growth in the economy expected at less than three

percent (see Exh. AG-6-23(electric), page 1 (growth not to exceed 3%) and page 3 (growth 2-

3%), 5.25 percent is a reasonable estimate of the long-run average nominal growth rate in the

economy.  This amount is consistent with the growth rate experienced during the eleven years of

robust growth through 2001, which has been 5.57 percent.  See D.T.E.99-118, pp. 74.  

Furthermore, as indicated above, the ten-year historical growth in dividends per share and

earnings per share for electric and gas companies is so low, being less than 2.5 percent, both

electric and gas companies.  Since electric and gas distribution utilities cannot sustain, in the

long-run, a level of grow higher than that of the economy, then the utility’s long-run growth

rates should conservatively be capped at 5.25%.  If the Department corrects Mr. Hadaway’s

Non-Constant Growth Rate DCF analysis for his comparison group of electric companies, using

the more reasonable estimate of 5.25 percent as the long-run growth rate for the period after 5

years, the result is a decrease in the cost of equity estimate of almost two hundred basis points or

two percent for his gas distribution company analysis to less 9.5 percent and almost 50 basis

points or one-half of a percent for his electric distribution company analysis to less than 10
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percent.  This Non-Constant Growth Rate DCF analysis for his comparison group provides a

more theoretically correct and a more logical basis for determining the cost of equity for an

electric company.  Therefore, the Department should reject Mr. Hadaway’s Two-Stage DCF

analysis and, instead employ the more reasonable long-term growth rates that are no higher than

the overall growth in the economy.

4. Discounted Cash Flow Analysis Summary and Recommendation

The Department should reject the DCF analyses as proposed by Mr. Hadaway.  His

applications of the DCF approaches are based on inconsistent and illogical choices of model

elements that in each case bias his results upward, causing his cost of equity results to be grossly

inflated.  Instead, the Department should base its decision on those analyses that are applied

consistently, without the picking and choosing of elements that inflate the results. Using the

appropriate elements to each DCF approach the appropriate cost of equity estimates are as

follows: 

Electric Gas

Constant Growth DCF 8.67 % 8.41 %

Two-State Growth Rate DCF 9.5 % 10.00%

 

Thus,  a range of rates from 8.67 percent to 9.5 percent provides a reasonable basis (with

appropriate adjustments discussed infra) for the Department’s decision on the Company’s

electric division cost of equity.  Furthermore, a range of rates from 8.41 percent to 10.0 percent

provides a reasonable basis (with appropriate adjustments discussed infra) for the Department’s

decision on the Company’s gas division cost of equity.
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5. Risk Premium

Mr. Hadaway performed several risk premium analyses as a check on the results.  Exh.

FGE-SCH-1, pp. 28- 31 (electric) and pp. 26-28 (gas).  The risk premium approach is based on

the assumption that investors require a higher return on their investment for them to hold assets

of greater risk.  Exh. FGE-SCH-1, pp. 6-7 (electric and gas).  In each of his applications of the

risk premium, Mr. Hadaway has mis-specified the risk premium, causing his results to be either

meaningless or inappropriate for determining the cost of equity for Fitchburg.

6. The “Authorized ROE”  Risk Premium

Mr. Hadaway provides a risk premium analysis based on the “authorized ROE” of

various gas companies.  Exh. FGE-SCH-1, pp. 24-25 (electric); Exh. FGE-SCH-1, pp. 22-24

(gas) and Exh. FGE-SCH-1, Schedule 5 (electric and gas).   He determined the risk premium by

taking the 22-year average of the difference between the returns on common equity ordered by

utility commissions in each year and the average public utility bond yield for that same year.  Id. 

Both of these elements to the risk premium have flaws that cause the risk premium to be

meaningless. 

The bond yield that Mr. Hadaway uses is Moody’s Average Public Utility Bond Yield. 

See Exh. AG-6-10 citing Exh. AG-6-1 (electric) and Exh. AG-8-10 citing Exh. AG-8-1 (gas). 

This average yield includes electric and gas companies that are mostly vertically integrated, as

well as telephone companies.  Id.  It is not in any way specific to the electric distribution

business, nor is it specific to the gas distribution business.   Therefore, the Department should

reject Mr. Hadaway’s risk premium analysis since the debt component used to determine  his

risk premium represents all utilities and not the specific distribution utilities that are under

investigation in this case.  See Boston Edison Company, D.P.U. 1350, p. 169 (1983).



     34
A year to year comparison of the bond yields and the “authorized ROEs” shows how the returns lag the

bond y ields ove r time.  See  Exh. F G&E -4, Sche dule 5,p .1

     35  Interestingly, although Mr. Hadaway includes the Ibbotson risk premium numb ers in his co st of equity

analysis  in this case, he went on to state specifically, that he does not endorse Ibbotson’s m ethodolog y.  Tr.

10, pp. 1120-1129.  Furthermore, he goes on to say that he uses neither the Ibbotson nor the Harris-Marston

risk prem ium an alyses in th is case to de termine  the cost o f equity fo r the Com pany.  Id. 
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The “authorized ROE” that Mr. Hadaway uses to determine his risk premium is an

inappropriate measure of investors, cost of equity expectations.  The underlying principle behind

the risk premium analysis is that one is attempting to measure investors’ expectation of the

premium.  Exh. FGE-4, pp. 17-18.  Mr. Hadaway’s “authorized ROE” approach has as its basis

commissioners’ cost estimates, not investors estimates, therefore, it is not a market based

analysis.  Furthermore, since  commission decisions are based on record evidence that can be six

months older and more, the commission ordered returns will necessarily be lagging behind the

then current market information.  Therefore, any comparison between the ordered returns and the

bond yields is meaningless.34

7. Ibbotson Risk Premium and Harris-Marston Risk Premium Analyses

Mr. Hadaway performs two other risk premium analyses into his prefiled testimony to

bias his cost of equity analyses upwards.  Exh. FGE-4, pp. 26-27.  He included an analysis based

on Ibbotson Associates data (“Ibbotson Risk Premium”) and an analysis based on Harris-

Marston study data (“Harris-Marston Risk Premium”). Id.  Without going into the many

problems that the Department has already found with the use of the Ibbotson and Harris type

data, suffice it to say that such historical data has been resoundingly rejected by the Department

for use in determining the cost of equity for a utility company.35  Boston Gas Company, D.P.U.

96-50, p. 128 (1996); Massachusetts Electric Company, D.P.U. 95-40, p. 97 (1995); Boston Gas
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Company, D.P.U. 93-60, p. 262 (1993); Bay State Gas Company, D.P.U. 92-111, p. 256-266

(1992).  More important however, is the fact in both cases, the measure for the cost of equity was

not an electric distribution company of similar investment risk to Fitchburg, nor for that matter a

utility company.  Rather, Mr. Hadaway used in both cases the cost of equity of the Standard &

Poor’s 500 to determine the risk premium.  Tr. 2, p. 211 (referring to the Ibbotson study) and

Exh. AG-6-14, p. 3.  Since the Standard & Poor’s 500 is generally considered to have investment

risk greater than that of utility distribution companies, using this risk premium will necessarily

bias the results upwards.  Therefore, the Department should reject Mr. Hadaway’s Ibbotson and

Harris-Marston Risk Premium analyses, since they bear no relation to the Company’s cost of

equity.

If notwithstanding the Attorney General’s arguments regarding the Company’s risk

premium analyses, the Department decides that the Ibbotson risk premium analysis should be

given weight in this proceeding, then it should require that analysis toconform with that

recommended by the studies’ authors.  D.T.E. 99-118, p. 87.  Ibbotson recommends using the

equity risk premium in the capital asset pricing model formula.  Id.   The formula sets the market

required cost of equity equal to the riskless rate as measured by the yields on U.S. Treasury plus

the equity risk premium times beta.  Id .  Based on the evidence in the record, the equity risk

premium over long-term government bonds is 7.0 percent, over intermediate government bonds

is 7.2 percent, and over U.S. Treasuries is 8.8 percent.  Exh. AG-6-13 (electric).  The most recent

six month average of the yields on long-term, intermediate-term, and 30-day U.S. Treasuries are

5.8 percent, 4.36 percent, and 1.725 percent, respectively. See Exh. AG-6-5 (electric), Tr. 10, pp.

1172-1173, and Tr. 10, p. 1173.   The beta for the comparison group of electric companies is

0.54 and the beta for the gas companies is 0.61.  See Exh. AG-6-15 (electric) and AG-8-15 (gas). 
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 Therefore, depending on an investor’s holding period (or investment horizon), the associated

market returns for the comparison group of electric companies would be as follows:

ELECTRIC COMPANY RISK PREMIUM ANALYSIS

Long-Term Intermediate   30-Day
Investment Investment Investment
  Horizon   Horizon   Horizon

Riskless Rate    5.8%    4.36%    1.73%

Market Premium    7.0    7.2    8.8

Beta    0.54    0.54    0.54

Equity Risk Premium    3.78    3.89    4.75

  

Cost Of Equity  9.58%  8.25%   6.48%

Therefore, if the Department were to use the Ibbotson Associates study, the appropriate cost of

equity analysis derived from that study would determine a cost of equity for the comparison

group of electric companies in the range of 6.48 percent to 9.58 percent with a mid-point of 8.03

percent.

Similarly, depending on an investor’s holding period (or investment horizon), the associated

market returns for the comparison group of gas companies would be as follows:
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GAS COMPANY RISK PREMIUM ANALYSIS

Long-Term Intermediate   30-Day
Investment Investment Investment
  Horizon   Horizon   Horizon

Riskless Rate    5.8%    4.36%    1.73%

Market Premium    7.0    7.2    8.8

Beta    0.61    0.61    0.61

Equity Risk Premium    4.27    4.39    5.37
  

Cost Of Equity 10.07%  8.75%   7.09%

Therefore, if the Department were to use the Ibbotson Associates study, the appropriate cost of

equity analysis derived from that study would determine a cost of equity for the comparison

group of gas companies in the range of 7.09 percent to 10.07 percent with a mid-point of 8.58

percent.

8. Risk Premium Analysis Summary and Recommendation

Mr. Hadaway’s risk premium analyses are fundamentally flawed in their measures.  They

are either mis-specified or are totally meaningless for determining the cost of equity for the

Company.  The Department should reject all of Mr. Hadaway’s risk premium analyses. 

D. Cost of Equity Summary and Recommendation

The Department should reject Mr. Hadaway’s DCF and risk premium analyses.  His risk

premium analyses are fundamentally flawed and shed no light on the Company’s cost of equity. 

On the other hand, his DCF analysis is biased upward by his selective rejection of analysts’

forecasts and the models behind the approaches.  Only by applying the approaches in a



     36 The M BA m ethod allo cates the ch eapest ga s supplies  to the High Load Factor classes (G-51, G-52, G-

53 and R1/R2 classes)  and the most expensive gas supplies to the Low Load Factor classes (G-41, G-42, G-43

and R3/R4 classes).  Exh. FGE-JLH-1(Gas), pp. 8-12.  For reasons expressed in previous cases, the Attorney
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consistent and unbiased manner can one establish a basis for a reasonable estimates of the cost of

equity for the companies in his comparison group.  These applications yield a range of

reasonable returns for the electric companies of 8.67 to 9.5 percent.  The applications for the gas

companies yield a range from 8.41 to 10.0 percent.  Since these results reflect those of

companies with higher risk, given that they are vertically integrated companies with generation

and marketing risk requirements, and given the unsatisfactory performance of Company

management, as discussed supra, the Department should choose a cost rate at the lower end of

that range.  For all of these reasons, the Department should reject the Company’s requested

allowed return on common equity and in its place use a 8.67 percent return for the electric

division and 8.41 percent for the gas division.

IX. COST ALLOCATION AND RATE DESIGN

A. The Department Should Reject the Proposed Design Day Allocation of Gas
Costs Because It Would Be Contrary To Cost Causation, Would Not
Replicate Either The Market Or Capacity Assignment And May Make The
CGAC Unreviewable.   

The Company proposes to collect its gas revenue requirement through rates based on

fully allocated cost of service studies prepared by Mr. James Harrison, who also testified for the

Company in its last gas rate case, DTE 98-51.  In this case, Mr. Harrison developed the various

allocators used in the cost studies to distribute to specific functions and rate classes both the

distribution base rate revenue requirement and gas costs in the Company’s load factor-based cost

of gas adjustment clause (“CGAC”).  As in the Company’s last rate case, Mr. Harrison uses his

ever-evolving “market-base allocation” (“MBA”) methodology to allocate gas related costs.36 



General does no t think tha t the MB A me thod is  approp riate for cost allocation generally, but is not contesting

that meth od here  because  the Dep artmen t has app roved it in  several pre vious ca ses.  

     37 The Department adopted a design day-based allocator approach proposed by Mr. Harrison in the

Berkshire G as Comp any’s mo st recent rate case, DT E 01-56 (2 001).
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In this filing, the Company proposes for the first time to implement the MBA by

applying a design day-based allocator to gas costs in the CGAC.37  Use of Mr. Harrison’s design

day-based allocator for remaining capacity costs, either capacity or commodity, would  represent

a move away from allocating on the basis of cost causation.  The Company’s current CGAC is

based on an MBA methodology that does not utilize a design day allocator for remaining

capacity cost, but rather allocates all costs above base costs on proportional responsibility, which

better reflects when gas is actually used by the various classes.  The Company does not select its

portfolio of gas supply resources based solely on its design day.  Fitchburg’s acquisition policy

is not driven by the need to meet a design day peak, as Harrison’s methodology implies.  

Although the Company must acquire an adequate gas supply to meet its design day peak, its

decisions about acquiring gas are designed to minimize the cost of a reliable supply during

normal weather.  

For example, the Company may need to have a supply that could provide 1,000 MMBTU

for a design day.  Fitchburg will determine the actual mix of gas sources that make up that 1,000

MMBTU, however, by considering its total gas costs during a normal winter–with the goal of

minimizing total winter gas costs.   If the Company truly considered only the design day, it

would use more gas with lower demand costs than it would choose based on a normal winter. 

The lower demand cost gas usually produces more expensive commodity costs.  Thus, a typical

portfolio would show that as the Company reduces its underground storage capacity and
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increases its peaking gas, it would  reduce capacity costs (associated with storage), but at the

same time it would increase total costs, as it would have less underground storage commodity

available and would have to buy more expensive commodity cost gas.  Some of the gas that

normally has the most expensive commodity costs, i.e., liquid natural gas (“LNG”), is needed on

an ongoing basis for balancing.   Mr. Collin described how daily load variations on many days

would be met with LNG.  Tr.12, p.1477.  Further, underground storage “is not as flexible as

LNG.” Tr.12, 1481.  The Company would need some LNG to provide flexibility even if it could

meet its design day with underground storage.  In fact, Mr. Collin agreed that “LNG was pretty

useful during the whole winter period.”  Tr.12, p.1484).   “Remaining gas” capacity costs

therefore should be allocated based on some measure of contribution to normal winter use, not

design day.   

Using the design day method for allocating supplemental gas costs does not mimic the

market.  There is no evidence that the so-called Market Based methodology reflects competitive

market pricing.  No marketer has purchased the model, and Mr. Harrison was not able to test the

model by comparing its results to competitive prices, since these prices are not public.  Tr.4, pp.

422-424.  The Company’s capacity allocation method simply allocates to a departing customer a

total slice of capacity based on an estimate of the customer’s design day peak load.  The slice is

itself made up of separate slices of different types of capacity determined by the Company’s

existing portfolio.  None of these slices resemble a marketer’s portfolio.  First, a marketer would

acquire the amount of capacity that the customer contracted for, which is unlikely to equal the

theoretical computation of the customer’s design day.  Second, a marketer would put together a

portfolio that would minimize the cost of serving the customer.  There is no reason to expect that

portfolio to look anything like the portfolio that the Company put together over many years to
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serve its total load and to meet its regulatory responsibility--the estimated design day load. 

The proposed gas allocation methodology contains a fundamental inconsistency.  The

proposed CGAC would allocate capacity on design day and then allocate commodity costs

(except for “base” costs) on a different method, one that is based on normal winter use.  A high

load factor customer would pay a lower share of demand costs based on the design day allocator

than on a normal winter use or even a normal peak allocator, yet the allocation of commodity

costs to that customer would be based on normal weather usage.  If the proposed CGAC change

is accepted, this high load factor customer inconsistently would be assigned the costs of more

underground storage gas than he was charged capacity costs for.  This would be unfair to other

customers because the commodity cost of underground storage gas is usually fairly reasonable

and less than LNG.

Mr. Harrison apparently incorporated the design day in an attempt to replicate the way

that the LDCs are allocating capacity to migrating customers under the mandatory capacity

allocation program adopted by the Department as part of the introduction of retail access.  See: 

Investigation by the Department of Telecommunications and Energy upon its own motion

commencing a Notice of Inquiry pursuant to 220 C.M.R. § 2.00 et seq. into the unbundling of all

natural gas local distribution companies' services, DTE 98-32-B (1999).  The major rationale

for allocating “remaining demand” costs on the basis of an estimate of design day peak is to

mimic the Capacity Assignment to migrating customers.  This does not mean that allocating

remaining demand costs on this basis reflects cost causation and is theoretically correct.  It also

does not mean that the CGAC is now designed so that migration will not impact other customers. 

Presumably, allocation of demand costs is intended to mean that the customer will have to pay

for the same amount of capacity whether they purchase from the Company or purchase from an
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alternative supplier.  This will not be the case under the Company’s proposed design day

allocator.  The design day peak calculation for Capacity Release is different from the design day

calculation for the class.  According to AG-RR-45, the computation for a migrating customer is

based on an estimate of that customer’s design day peak that relies on daily load data for that

customer, whereas the CGAC class allocation is based on monthly data.   Moreover, the

particular migrating customers may have utilized gas commodity in a different manner from the

class average.   In other words, the released capacity may be used by these customers to

transport, buy, and store different amounts of gas than they had been paying for through the

CGAC.  Simply allocating “remaining capacity costs” with a class design day estimate does not

result in a CGAC that will prevent migration or necessarily treat other customers fairly with

regard to all costs. 

There are other problems with the design day allocator in addition to its failure to reflect

cost causation.  First, the Company has not made clear what its CGAC methodology would be. 

Until after August 15, more than three months after the Company filed Mr. Harrison’s and Ms.

Asbury’s testimony, the record in this case did not even reveal that the Company was planning to

use a different method and process to develop the Company’s CGAC allocators than that

testified to by Mr. Harrison, a fact not revealed in Ms. Asbury’s pre-filed testimony.  AG-RRs-

18 and 45-47. 

 The computation of the design day allocator in each CGAC would be so complicated

that it would be difficult to review and may be unreviewable.  In fact, the methodology proposed

is so complicated that there is no evidence that the Company will duplicate it entirely in its



     38   In addition to the problems associated with the design day allocator,  the base gas definition in the

current MBA  is incorrect.  Base costs are supposed to represent the amount of gas that the Com pany must

contract for to meet load in its lowest use months.  This is then allocated on the basis of customers’ base use.

The definition of base gas costs is not adequate to cover summer use.  Commercial and ind ustrial use is  lower

on weekends than on weekdays, yet daily base use is defined as the summer usage (July and August or

substitute  Septemb er in some case s) divided by th e numbe r of days in the months.  On weekdays in the

summer it is likely that the so-called base use is not large enough to meet demand.  Summer use, therefore,

is not actually allocated all the gas that it requires, leaving more gas treated as “remaining gas costs” and

allocated more intensively to peak users.

Mr. Harrison claimed that if base use were defined as the amount needed to meet weekday load, then

the mode l would  show h igher bas e use for co mme rcial and industrial customers and lower heat factors for

this group (transcript).   This presumably would reduce their allocators for remaining gas use.  Wheth er this

actually  reduced their allocation of rema ining ga s would  depend  on a nu mber o f factors.  The amount of gas

defined as baseload would increase and the amount defined as “remaining” wou ld decrease.   Both the base

and the design day allo cators w ould pro bably ch ange.  It is no t clear that the  general s ervice design day

allocators would actually decrease.  The pattern of lower use on weekends and higher use on w eekday s would

be expected to ho ld during the w inter as well as during  the summ er.  If a very cold day occ urred on a

weekday, the base use in the w inter would b e higher than in M r. Harrison’s com putations, raising the

commercial and industrial design days.  In summary, defining base use incorrectly creates a number of

problems.  T he Departm ent should req uire that in the Company’s compliance filing base use be defined as

the minimum MDQ that is necessary to meet summer load, and all of the resulting changes to allocators and

to the definition of remaining gas costs also made.  This method of computing base use should also be

employed in the Co mpany’s CG AC filings on a going forw ard basis.

     39 It is unclear how the weather normalization method will compare in the future to what was filed in the

cost allocation study.  For instance, the basic weather normalization of class use depends o n the Com pany’s

billing cycles in each month, on when customers were billed, and on the assumption that customers in each
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CGAC filings.38 AG-RR-45.This complexity would make future CGAC filings less transparent

and reviewable.  

Using the design day allocator in the CGAC also would involve the exercise of too much

judgment in estimating the design day.  Ms. Asbury testified the CGA tariff  “…is intended to be

a general guideline for how the calculations are performed.” Tr.6, p. 721 (emphasis added). 

There likewise are “not any specific formulas for how capacity is assigned” to migrating

customers.  Tr.6, p. 723.  

Lastly, the computation of the design day allocator in the CGAC would actually be based

on different data, including for weather normalization,39 than are used and examined in this case. 



billing cy cle are iden tical. 
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For instance, this case used12 months of data with smoothed peaks, while the Capacity

Assignment itself will use 18 months of data and actual peaks.  There would be inconsistency

between the proposed CGAC design day and the Capacity Assignment design day allocator. 

Moreover, the computation for Capacity Release would be different from that used in the CGAC,

as it will be based on customer specific hourly load, whereas the other computations will be

based on class monthly loads.  AG-RR-45. 

For all of these reasons, the Department should reject proposed use of the design day-

based allocator for CGAC costs.

B. The Company’s Marginal Cost Studies are Flawed 

Mr. Harrison’s developed the marginal cost studies used in the Company’s proposed rate

design for both gas and electric rates.  The filed marginal cost studies do not produce reliable

estimates of marginal costs.   Mr. Harrison admitted that he “had a great deal of difficulty

quantifying figures for the company”  and he went to “…extraordinary measures to get

estimates,” using “smoothed data.”  (Tr.5, p. 607)  While this particular comment was made

during discussion of the electric marginal cost study, it is clear that smoothed data was also

utilized in the gas cost of service study.  Exh. FGE-JLH-   (Electric MCS).  Mr. Harrison did not

even use correct Handy-Whitman data to represent costs by account, but simply used on

particular escalation series.  To estimate the marginal cost of gas investment as a function of

degree day, Mr. Harrison sometimes used regression coefficients that differed dramatically from

actual investment over time compared to load growth.  This lack of concern for accuracy and

consistency renders the studies unreliable.  The Department should not rely on either the gas or



     40  Fitchburg’s  tariffs have been developed from the m odel used in the unbundling efforts;  for the most

part all the LD C’s tariffs su ffer from  the sam e deficien cies.  The D epartm ent shou ld work w ith all LD C’s to

tighten tariff language as part of either a generic proceeding or on a case by ca se basis using an y changes h ere

as the minimu m for all LD Cs, recognizin g that each com pany ma y have different Department approved

methods for calculating various CGA and capacity rele ase com ponen ts that need  to be inco rporated  in

individual company tariffs.
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the electric marginal costs studies in setting the rates in this case.  The Company should be

required to develop more reliable estimates of marginal costs before rates may be set for any

extended period of time using marginal costs.

C. The Company’s Tariffs Should Be Revised Because They Do Not Comply
with Department Regulations

The Company’s tariffs are deficient in several respects.40  The CGA tariff lacks a set of

clear and comprehensive definitions; it is impossible to determine how the CGA is computed for

any period based on the language of the tariff.  Company witness Karen Asbury readily admitted

that formulae are missing from both the CGA tariff and from the Company’s Terms and

Conditions tariff that contains the method for determining capacity allocations for customers

migrating from sales to transportation service.  Tr.6, pp. 721 and 723.

Department regulations require that:

“. . . Tariffs and schedules shall show plainly all requisite detail
fully to explain the basis of all charges to be made and all rules and
regulations governing the same . . . . Schedules relating to gas,
electric light and water companies shall show not only the price or
unit upon which based, but any and all meter rentals, service
charges, basis for determining demand, discounts, and other detail
necessary for a complete understanding of the charges
contemplated.” 

220 CMR 5.02 3(b).  The Company’s tariffs should be redrafted to provide the necessary detail

contemplated by the Department’s regulations.

The Company’s tariffs contravene the intent of the Department’s regulations that tariffs
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fully explain the basis for all charges and the Company should not be allowed to continue to

leave significant details out of its tariffs–details that are critical to the understanding of how

charges are determined.   The lack of detail not only hinders customers in their understanding of

their charges, but also hinders the Department’s review of CGA calculations.  As discussed

above, the Company is planning to apply a different method in computing its CGA than its

witness proposes–without the need to revise its CGA tariff.  The Department should not risk

allowing of any utility to slip through what may be a significant rate change in a proceeding that

does not require an investigation or hearings.  The Department should require Fitchburg, as part

of its compliance filing, to file both CGA and terms and conditions tariffs that clearly define all

terms used in the tariffs and identify and fully explain all formulae used to determine CGA

charges and capacity costs allocated to eligible migrating customers.

The Company has proposed some changes to its current CGAC tariff, M.D.T.E. No. 83,

but no changes are proposed for its terms and conditions.  See Exh. AG-7-29, pp. 2-81 (current

terms and conditions).  The CGAC proposal revises language to implement the proposed design

day allocation for “Remaining Demand” costs, in place of the proportional responsibility

allocator now used.  See Exh. FGE-KMA-1, Sched.-1 (Gas), redlined Cost of Gas Adjustment

Clause Tariff, MDTE No. 117, §6.03(1)(a) ii, §6.03(1)(c) ii, §6.05 (Definitions), and §6.06(1)

(Gas Adjustment Factor Formulae–Peak and Off Peak).  The proposed formulae changes simply

replace the PR (proportional responsibility) term with the DD(design day) term.  The formulae

continue to refer to §6.05 (Definitions) for an understanding of the Design Day Allocator (DD). 

Section 6.05 defines the Design Day Allocator term as “percentage allocator for capacity charges

as calculated in each CGA filing.”  More clarity is needed for this to be a meaningful and useful

document.  



     41 The Com pany categorizes these costs as Local Production and Storage Costs (“LPLNG”), Dispatch,

Acqu isition and FERC Proceedings Costs ("DAFP") and Production Related Overhead ("PRO").  Exh.

FGE-KMA-1, pp. 13-14.
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Fitchburg routinely provides somewhat detailed narrative support with each CGA filing

explaining how calculations are performed.  Exh. AG-7-8.  The Department should require that

the Company incorporate this level of definition into its CGAC tariff and use it as a model to

rewrite its terms and conditions in order to expand the understanding of how mandatory capacity

assignment allocations are made.  As part of enhancing the explanatory aspect of the tariffs, the

Company should also review and improve the “Definition” sections of both the CGAC and terms

and conditions tariffs.  Definitions should be tightened up so that they are meaningful, and not

dead-ends similar to the proposed Design Day Allocator definition. 

D. The Department Should Not Apply A PBR Inflation Factor To Production-
Related Base Rate Components Recovered In The CGA

As part of the unbundling process undertaken by the Company in its last gas rate case,

DTE 98-51, a portion of costs41 were moved  from the distribution revenue requirement to the

CGA, where these costs are recovered from sales customers.  The Department set the amount of

these costs to be recovered in both the base rate and CGA components.  The amount is fixed

until the Company’s next rate case.  For purposes of the CGA, the amount of production costs

deemed recoverable through the CGA is reconciled to the actual cost level approved in the

Company’s most recent rate case.  The Company currently recovers only the amount of these

costs that was established in its last base rate case (DTE 98-51).  The reconciliation occurs

annually as part of the Company’s peak season CGA filing.  Tr.7, p. 823.  

The Company seeks approval to eliminate the annual true-up once the amount of CGA

recoverable production related costs is determined in this proceeding.  Instead, the Company
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asks, in conjunction with is performance-based ratemaking (“PBR”) proposal in another docket,

to roll any existing under- or over-collection balances for these items into the CGA and begin to

apply the PBR factor (inflation adjusted by the predetermined offset) to these costs.  Exh.

FGE-KMA-1, pp. 14-15. Tr. pp. 819-822.   The Company’s only support for the proposed

change is "consistency" with the proposed treatment of the corresponding costs in base rates. Id.

This proposal must be rejected even if the Department approves a PBR for Fitchburg.  

The Company has not shown that these costs increase over time.  In fact, the evidence indicates

just the opposite, that these costs remain relatively the same from year to year. Exh. AG 7-24. 

Ms. Asbury confirms this by stating, "my review of the proposed numbers based on the 2001 test

year were very similar to the 1997 levels."  Tr.7, p. 824.  Furthermore, these costs should

decrease when there is significant migration to competitive suppliers.  To the extent that costs in

the CGA do not decrease when there is migration, there is the potential for cost shifting and the

creation of stranded costs.  

The Department has determined that certain costs should be collected through the CGA

that were formerly collected through base rates, in an effort to reflect more accurately gas costs

in a competitive environment (see DTE 98-32 and DTE98-51).  These costs are base rate costs;

the appropriate forum for determining the reasonable level of the costs is through a rate case

where the propriety of the expenditures is adjudicated.  The fact that a portion of the costs is

recovered through an automatic adjustment clause mechanism, the CGAC, allowing dollar for

dollar recovery, benefits the Company by guaranteeing full recovery of the approved costs.  To

get guaranteed recovery plus inflation increases every year would be unreasonable, particularly



     42 The majority of these costs are plant related (depreciation, return and taxes) and will decline as the

depreciation recovery reduces the net plant which reduces the return requirem ent.  Expenses include those

booked to the category summarized on  page 45 of the Com pany’s Annual Return to  the Dep artmen t.

According to the Company’s returns for the years 1999 and 2001, there was a decrease of almost 20% during

that time: the1999 expense was $462,759 and the 2001 expense was $372,830 (excluding gas costs).  These

amou nts correspo nd to the  cost of serv ice amo unts inclu ded in E xhibit  FGE -JLH-1 , Schedu le JLH-5-1, page

9-1, line 14 (the amount allocated to the CGA is seen in AG-7-12--CGA Cost of Service Study, page 9-1, line

14 and  the amo unt alloca ted to distrib ution rates  is seen in A G-7-11 , page 9-1 , line 14).  

     43 Boston Gas sought to apply the PBR factor to its local production and storage costs included in the

CGA, costs that are analogous to only the LPLNG component of Fitchburg’s more expensive category of

“production base-rate components” for which the Company seeks permission to adjust annually unde r its

proposed PBR.
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when the record shows that there is little if any annual increase in this category of costs.42

The Department has addressed this very issue; it did not allow Boston Gas to apply its PBR

factor to similar costs43 in its CGA.  Boston Gas Company, DPU 97-92, p. 16 (1997). There is no

reason for the Department to depart from precedent here.

E. The Department Should Not Complicate The CGAC By Adjusting Bad Debt
Recovery By Actual Write-offs

Currently the Company recovers its bad debt expense allowance through distribution

rates and the CGA based on a ratio established in the Company’s last rate case.  During the year,

the CGA bad debt component is reconciled to actual bad debt write offs using the ratio set in the

last rate case.  Tr. pp. 1811-12.  The Company proposes to fix the Bad Debt recovery percentage

rate in this case and determine the amount that will be recovered through its base rates.  The

Company proposes to vary the Bad Debt allowance for gas costs recovered through the CGA

based on the actual write offs of CGA amounts.  Tr. pp.1795-1796.  The Company claims that its

proposal should be allowed because it can track write offs separately for distribution and CGA

components and gas costs are volatile.  FGE-MHC-1, p. 45.  Tr. pp. 756-757, and 1796.  

The Company’s request contradicts precedent.  It would make CGA filings more



     44 Mr. Co llin testified tha t the Com pany is u nable to tra ck recov eries by b ill component, therefore an

allocation rule is required.  Tr.14, pp. 1737-8.

     45 In the Company’s cost of service study, a component of bad debt has been allocated to internal

transmission.  Rules m ust also be  applied fo r allocation  to internal transmission if the Department approves

such un bundlin g of bad  debt cos t. 
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complex, and would provide the Company with guaranteed recovery of cost that is substantially 

within the Company’s control.  The proposed change requires that the Company not only record

the accounts receivable entry for each bill by CGA and distribution amounts, but also separately

track partial payments in an appropriate manner, as well as allocate44 between CGA and

distribution any recoveries of previously written-off amounts.  If the full range of allocations is

not specified, payments and recoveries may be mis-allocated.  The Company would be naturally

biased to allocating payments and recoveries to the distribution component and less to the CGA

due to the direct reduction of the CGA from allocation of these amounts to the CGA. The 

necessary complexity of implementing not only the payment and recovery allocations, but also

the added administrative burden of reviewing and determining the propriety of the allocations

and related costs  as part of the CGA process, outweighs any benefit that may be derived from

more accurately accounting for gas price volatility. In addition, the dollar for dollar recovery of

CGA bad debt costs inhibits the Company’s incentive to aggressively lower the level of

uncollectible accounts.

If, despite the above arguments the Department approves the Company’s proposal, the

allocation rules discussed above need to be incorporated in the Company’s CGA tariff.

Similarly, the company proposes to remove from the distribution cost of service an

allocation of default service and standard offer service bad debt expense.45  The allocated

amounts would be recovered as part of the Company’s standard offer and default service



     46
 WMEC o stated in comments filed in DTE 02-40, that Fitchburg’s customers were paying

administrative costs associated with the procurement of default service due to use of Enermetrix.  Western

Massachusetts Electric Company comments DTE 02-40, p. 3,  dated August 9, 2002.
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charges.  The recovery and reconciliation process for the bad debts related to Standard Offer and

Default service parallels that proposed for the CGA related bad debt cost recovery.  Exh.

FGE-MHC-1, pp. 48-49.  Before such a proposal is implemented, the Company must have in

place specific allocation methods to appropriately allocate partial payments and recoveries.  

F. The Department Should Amortize The Farm Discount Over The Life Of Any
PBR Plan.

If the Department adopts a PBR Plan for the Company, it should amortize the remaining

balance for the farm discount over the life of that Plan.  Berkshire Gas Company, D.T.E 01-56,

p. 36 (2002).

G. Default Service Procurement Costs

During the course of these proceedings, information became available indicating that the

Company’s most recent default service procurement had been made through an internet

exchange platform rather than through a traditional RFP process.46  Furthermore, Company

witness Collin testified that the operator of the exchange, Entermetrix, was partially owned by

Unitil, Fitchburg’s parent corporation at the time of the procurements and that Enermetrix

recovers its administrative costs through the imposition of a fee on all kilowatt-hours sold

through its exchange.  Tr. pp. 1113-1116.

The Department’s default service procurement policy has been guided by several

principals, one of which is "...default service prices should be market based, be procured through

reasonable business practices..."  Investigation by the Department of Telecommunications and

Energy on its own Motion into the Pricing and Procurement of Default Service Pursuant to G.L.
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c. 164, §§ 1B(d), DTE 99-60-A (2000).  The Department has authorized Distribution companies

to procure default service through competitive solicitations, specifically utilizing the RFP

process.  

Only the current and prior default service procurements by the Company have not been

the result a traditional RFP process.  Fitchburg has committed a serious error–it procured the

supply through the use of an related company that profited from the transactions.  The Company

did not seek Department approval to enter into a less than arm’s length transaction.  Affiliate

transactions must be shown to be no greater than the market price for the service provided.  220

CMR 12.04 (3).  The Company has not provided any analysis showing the fees charged by

Enermetrix are not greater than what another such provider of these services would charge or

that the fees are less than the costs that the Company would have incurred as part of an RFP

procurement, or that the administrative costs of the last two default service procurements were

less because Enermetrix services were used.

The Company’s errors are serious and require remediation.  The Department’s affiliate

transaction regulations provide that the Department may assess civil penalties of up to

$1,000,000 after holding a public hearing.  Under this provision the Department is able to order

the Company refund to Default Service customers the amount of the Enermetrix fees of

$0.0002/kWh for the first procurement and $0.000275/kWh for residential and small C&I load

and $0.0003/kWh for medium and large C&I load.  RR AG-34.  The refund should begin

immediately in order to return the fees to the customers that paid them.
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X. CONCLUSION

For these reasons, the Attorney General submits that the Department should reject the

Company’s  proposed new rates and tariffs, or in the alternative, adopt the Attorney General’s

pro forma adjustments. 

Respectfully submited,

TOM REILLY
ATTORNEY GENERAL

    By: _________________________
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